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PROFESSOR MEADE ON PLANNING 
I 


THE appearance of yet another book?! about planning in- 
evitably provokes the question whether its authoritative and 
distinguished author is “for” or “against.” Those whose 
political sympathies are “ against ’’ might on a superficial reading 
be inclined to claim Mr. Meade as an ally. But they would do 
well to be warned by the title page, on which is inscribed, as a sub- 
title, the words ‘“ The Liberal—Socialist Solution.” Professor 
Meade is a great believer in the eternal verities which lie behind the 
liberal economics. His belief in them is, however, associated with 
a determination to unravel the conditions under which the teach- 
ings of liberal economics can be justified. It follows, therefore, 
that Professor Meade has frequently to admit, implicitly if not 
always explicitly, that liberal principles may often have to give 
way to socialist principles. And when such admission is explicit, 
as it frequently is, it is quite ungrudging. When it comes to the 
point, Professor Meade takes little heed of such considerations as, 
late in his life, influenced Marshall, to whom “no socialistic 
scheme, yet advanced, seems to make adequate provision for the 
maintenance of high enterprise, and individual strength of 
character.” 2 Having stated, it is true, that “the essential 
problem of socialization ”’ is “ to replace the profit motive in such 
a way that there is a drive for the utmost efficiency and progress in 
the industry,’”’ Professor Meade goes on quite unblushingly to say 
that “‘ it is difficult . . . to accept the view that the iron and steel 
industry or the chemical industry—to take but two examples— 
should long escape socialization, if they form close monopolies 
and maintain that their monopoly organization is necessary 
because it provides important technical economies of production ” 


(p. 68). 


1 Planning and the Price Mechanism, by J. E. Meade (George Allen and 
Unwin, Ltd., 1948. Pp. xiv + 130. 8s. 6d.). 

2 Industry and Trade, p. viii. 
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In discussing in his Preface whether or not he is a “ planner,”’ 
Professor Meade takes up his position as follows : 


If a planner necessarily believes in a quantitive pro- 
gramme of output, employment and sales for particular 
industries, occupations and markets and the exercise of such 
direct controls by the State as are necessary to carry this out, 
I am certainly no planner. If an anti-planner necessarily 
denies that the State should so influence the working of the 
price mechanism that certain major objectives of full employ- 
ment, stability, equity, freedom and the like are achieved, 
then I am a planner. 


The book is largely devoted to a discussion of how these objectives 
should be achieved. 

Professor Meade’s pen flows with customary ease. He belongs 
to that small band of economists who can attack simultaneously at 
two different levels, and attack with success. The layman and the 
elementary student are not put off by any heavy-handed attempts 
to explain economic jargon, but the serious economist can trans- 
late at once, into the technical language which the author eschews, 
the subtleties and refinements which are indicated for the benefit of 
the sophisticated. This facility has its dangers. The argument 
flows so smoothly, and the end of the slender volume is reached 
with so little fuss, that the reader is in danger of overlooking the 
provisos on which the main argument depends. To a careful 
reader, however, the book might appear as an exposition of the 
circumstances under which “direct control” by the State is 
justified, and not only as a study of means of avoiding such 
circumstances. It may be helpful to review Professor Meade’s 
argument from this other point of view, somewhat alien though it 
may be to his philosophy. 


II 


The ‘‘ middle way,” writes Professor Meade : 


which—for reasons which will I hope become clear—I have 
called the Liberal-Socialist Solution, must proceed by making 
full use of the money and pricing systems, but so controlling 
those systems that three fundamental conditions are ful- 
filled : first, that the total monetary demand for goods and 
services is neither too great nor too small in relation to the 
total supply of goods and services that can be made available 
for purchase; secondly, that there is a tolerably equitable 
distribution of money income and property so that no 
individual can command more than his fair share of the 
community’s resources; and thirdly, that no private person 
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or body of persons should be allowed to remain uncontrolled 
in a sufficiently powerful position to rig the market for his 
own selfish ends (p. 11). 


I proceed now to consider to what extent in practice Professor 
Meade’s conditions are likely to be fulfilled (they must all be ful- 
filled to satisfy the argument), and in doing so it will be convenient 
if I may subdivide them, alter their order, and add one or 
two additional ones which Professor Meade indicates in later 
passages. 

(1) “‘ An essential condition for the proper working of the 
money and pricing system is that there should be a tolerably fair 
distribution of money income and property.” The italics are 
mine, as also in the quotation : “ if the distribution of income and 
property is reasonably equitable, the price offered by one consumer 
can be taken to be of equal importance to the price offered by 
another.” ‘ Otherwise the money and pricing system is like an 
efficient and secure election machinery with the freedom ensured 
by secret ballot—but one where some people are given a thousand 
votes, and others only one vote, to cast.” So farso good. But I 
do not think that it takes us very far. Apart from being told that 
“this is essentially a matter for compromise,” we are left com- 
pletely in the dark as to what is, and is not, tolerable and what is, 
and is not, reasonable; and what we are to do if what is only just 
tolerable to the rich seems less than reasonable to the poor. Nor 
does Professor Meade seem to realise that it is not really a question 
at all what is reasonable or tolerable, but whether, in any given or 
attainable situation, the significance of a pound to a rich man is or 
is not substantially different from what it is to a poor man. It 
might be intolerable, and perhaps inequitable, to make the distri- 
bution of income more equal by methods that do not involve direct 
Government control. And a greater degree of equality could 
perhaps be achieved, in the absence of direct Government control, 
only at the expense of an absolute lowering of the standard of 
living of the poor. But the fact that it is not feasible or expedient 
to carry redistribution of income beyond a certain point does not 
entitle us to argue as though at that point incomes were equally 
distributed. It is a serious failure on Professor Meade’s part to 
have tacitly accepted the customary argument that we are free to 
ignore the difference between the value of money to the rich and 
the poor provided that we can maintain that it would be un- 
reasonable or unwise to attempt to narrow the gulf by customary 
methods. What is at issue is how wide the gap would still be 
after Professor Meade had had his way. And it is clear enough 








4 THE ECONOMIC JOURNAL [MARCH 


that perforce the gap would still be wide. If this is true the money 
and pricing system would still be an election machinery where 
some people are given more votes than others, and Professor 
Meade’s analysis breaks down on a fundamental point—unless it 
can be maintained that greater equality brought about by methods 
involving direct Government control was equally intolerable, 
inequitable or inexpedient. 

Actually the issue which usually presents itself is not whether 
the introduction of direct Government control might reduce 
inequality but whether its abolition would not accentuate in- 
equality. Professor Meade is himself properly cautious when he 
considers (in the course of a short Preface) what immediate 
action he would advocate. It is petrol rationing rather than 
clothes rationing or food rationing that he would get ridof. Butin 
case anybody, accepting Professor Meade’s general thesis, was bold 
enough to advocate the abolition of rationing of clothing and food 
he would, to accord with Professor Meade’s principles, first have to 
demonstrate how the resulting increase in inequality of incomes 
was to be overcome. 

(2) Unsatisfactory also, though in a different sense, is the 
discussion by Professor Meade of what it is desirable to do to 
improve the distribution of income. The chapter devoted to this 
subject is punctuated by a series of question marks, and the 
questions are not rhetorical. The difficulty is, of course, inherent 
in the subject, the problem, which Professor Meade discusses, 
being the intractable one of the effect of taxation on incentive, 
Lady Rhys Williams’ fascinating system for rationalising our tax 
system is given high marks. “‘ But it raises serious issues in the 
matter of economic incentives. . . . Could the scheme with modi- 
fications be made workable? Certainly it deserves the most 
careful and serious examination ”’ (p. 46). 

Professor Meade’s proposal for dealing with inheritance will 
not endear itself to all opponents of planning. He suggests a 
scheme under which, in the place of death duties, ‘an upper 
limit would be imposed on the amount of property which any 
individual would be permitted to receive in his life-time either by 
way of inheritance or gift. . . . There would be a number of 
formidable administrative problems to be overcome. .. . But 
are they insuperable? ”’ (p. 48). 

And then the capital levy, of which there is an interesting 
discussion. Professor Meade can certainly not be described as 
hostile. But he admits that “ the difficulties are of, course, very 
great. Are they worth facing?” (p. 55). One wishes that 
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Professor Meade would answer his own questions—if he does not 
know the answers who does (this is a rhetorical question) ? 

(3) When he comes to the subject of monopoly Professor 
Meade abandons the use of the mark of interrogation, and the 
“* anti-planners ” who hope for his support are left in little doubt 
as to the nature of the company which they are keeping. He is 
only really happy “ where there are many competing producers 
each producing a small proportion of the total supply of a fairly 
standardized product, and each employing a small proportion of a 
fairly homogeneous type of labour. . . . In the private enterprise 
sectors of the economy, producers should be made to compete. . . . 
Much institutional and legal reform is needed for this purpose ” 
(p. 57). In revising the law of restraint of trade, Professor Meade 
would disallow, or severely discourage, ‘“‘ agreements between 
producers and retailers that the retailer should not resell the 
product at less than a stated price ’—the whole problem of resale 
price maintenance is disposed of in a footnote (p. 59)! Whether 
Professor Meade would advocate the nationalisation of any 
industry or trade in which restrictive practices persisted he does 
not say, but to be consistent he should. 

There is no doubt about his attitude in cases in which monopoly 
“is not merely inevitable ” but “is desirable if the maximum 
wealth is to be produced.” He is thinking here not only of public 
utilities: “‘ In some branches of the iron and steel industry there 
is not room for more than one or two plants of the most economic 
size. In coal mining whole coalfields should often be run as single 
production units.’ Control in such cases (unless adequate 
competition can be ensured by subjecting the industry to the blast 
of foreign competition in the home market) “‘ might take the form 
of fixing maximum prices. . . . This solution may in some cases 
be the best available, but it is open to serious difficulties. . . . To 
attempt to make private enterprise work fruitfully where there is 
of necessity a wide divergence between the profit motive and the 
service of the community is to chase a will-o’-the-wisp. Such 
industries should be socialized’ (p. 65), though in some cases 
“there is no reason why competitive and socialized sectors of the 
same industry should not compete with one another” (p. 67). 
Professor Meade does not stop to consider the enormous extent of 
the socialisation programme in which his argument results. Nor 
does he point out that in so far as socialisation has not in practice 
covered the whole field indicated by his criterions (whether the 
reason is that it is regarded as intolerable, unreasonable or in- 
expedient or that there has not so far been time), and price control 
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is impracticable or ineffective, his case against direct Government 
control, in this same field, once again breaks down. 

(4) On the other hand, Professor Meade admits that over a 
very much wider field action is required to secure that conditions 
are really competitive—indeed, wherever “ consumers have pre- 
ferences for the product of one particular producer rather than for 
that of another” (p. 59). If the preferences are “ rational,” 
“the State must then determine whether the position is one of 
sufficient gravity to take the drastic measures of price control or 
socialization.”’ If the preferences are “ irrational,” there is more 
hope for the survival of private enterprise ; for then the remedies 
are consumers’ education (‘‘ a consumer’s advice service for some 
products might conceivably be run by the State” and “ some 
alteration in the law of libel ” would be called for) and discourage- 
ment of excessive advertising (Dr. Dalton’s abortive tax “‘ would 
appear to be a neat and comprehensive way of imposing a general 
discouragement on excessive advertising ’—Professor Meade is 
presumably no lover of ‘“ voluntaryism’”’). But whether Pro- 
fessor Meade really thinks that by these two means competition 
could in every relevant case be made reasonably perfect is left 
obscure. The fact is that in any conceivable industrial society 
there is a wide field in which the individual producer will find 
himself unable to increase his individual sales without suffering 
a substantial sacrifice on his price or on expenditure on advertising 
and salesmanship. If this is the right criterion, as Professor Meade 
appears to think it is, the inference, which Professor Meade does 
not explicitly draw, must be a nationalisation programme going 
far beyond anything that is yet within sight in this country and 
meanwhile an extensive breakdown of Professor Meade’s case in 
favour of the free operation of the pricing process and against 
direct Government control. 

(5) Nor is it only in selling that competition must be reasonably 
perfect to satisfy Professor Meade—it must also be so in buying 
the factors of production. ‘‘ The profit motive will work to the 
benefit of society only if producers ” cannot exploit “labour (or 
other factors of production) by restricting the number of workers 
whom they employ and thereby depressing the wage-rate which 
they have to offer” (p. 57). If the condition is put in this form 
its stringency is understated. What is equally necessary is that 
each individual producer should be able to secure more labour (or 
other factors of production) without having, in order to do so, 
substantially to raise the wage which he offers. With unemploy- 
ment, and an effective trade union, this will usually be the case. 
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But with labour at all scarce it will be very far from the case. A 
numerical example may throw light on the orders of magnitude 
involved. It is not unreasonable to suppose that in a “‘ com- 
petitive ” industry in which labour was rather scarce an individual 
employer would have to raise his wage by as much as 34% in 
order to increase his labour force by 10% (even though a period 
of a year or two was in mind). If in another industry labour was 
abundant and an individual employer could increase his labour 
force without difficulty, paying the standard trade-union rates, 
there would, for this reason alone, be a difference between the 
marginal productivities of labour in the two industries of as much 
as 334%. The destruction involved to the doctrine of the free 
operation of the pricing system would be as serious as that caused 
by a trade union whose restrictive practices enabled it to maintain 
wages at one-third above the normal level. It follows that there 
must be a significant amount of unemployment—widespread in 
character—if Professor Meade’s case against direct Government 
control is to be upheld. 

(6) Indeed, Professor Meade does have to postulate the 
maintenance of some unemployment to make his system of ideas 
work. But his reason is a different (though by no means neg- 
ligible) one. What Professor Meade is worried about is the danger 
of “‘an inflationary upward movement of money wages, money 
costs, and money prices.” While “some 4% unemployment 
may well be the technical minimum to allow for the necessary 
turnover of jobs in a dynamic society,” compared with actual 
unemployment of 14% to-day, a very much higher percentage of 
unemployment (by way of illustration, Professor Meade mentions 
the figure of 10°) may be required “ so to reduce the bargaining 
position of the Trade Unions that the general level of money wage- 
rates was not pushed up by more than the tolerable ” amount per 
annum, which Professor Meade suggests might be 2% (p. 71). 
It would then be a matter of choosing between deliberately in- 
flicting more than the necessary technical minimum of un- 
employment and suffering a continuous rise in money costs and 
prices at an excessive rate. To escape from this dilemma, Pro- 
fessor Meade enunciates his supply-demand principle for the 
labour market : 


If, however, the Trade Unions and other bodies concerned 
with wage-fixing accepted the supply-demand rule that the 
wage-rate (regardless of bargaining strength) should be raised 
only in those cases in which there was an excessive demand for 
labour and should be reduced in those cases in which there was 
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an excess of the supply of labour and some growth of un- 
employment, this tragic dilemma between choosing unemploy- 
ment or inflation would be avoided. 


Professor Meade hopes that, in getting the Trade Unions to swallow 
this principle, the adoption of the other measures which he 
advocates might help—“ taxation, social services and fiscal 
measures to ensure an equitable distribution of property,” the 
prevention of excess monopolistic profit margins “ by effective 
measures for the promotion of competition among producers, by 
price control, by the socialization of monopolistic industries, etc.” 
He relies also on the establishment of a “ nice balance ” between 
total demand and total supply, involving an excess of demand for 
labour in certain occupations and regions, and in others ‘‘ some 
tendency for supply to exceed demand ” carrying with it ‘‘ some 
tendency to unemployment and a reduction in wage-rates”’ 
(p. 75). 

Professor Meade is not, however, very optimistic. If his 
supply—demand principle is not acceptable, then : 


Theoretically there are two solutions. The first is to 
promote as much competition as possible in the labour 
market without reintroducing inequality of bargaining 
power. Employers would be prevented from combining to 
fix wage-rates and workers would be prevented from com- 
bining for the same purpose except into separate groups each 
of which included only workers employed by the same 
employer. The second is for the State to intervene in the 
fixing of wage-rates. . . . Both these solutions present very 
obvious difficulties. 


And in his search for knowledge Professor Meade concludes his 
chapter with the inevitable question: ‘Is there any reasonably 
efficient compromise ? ”’ (p. 75). 

What happens to the case for and against nationalisation of 
industry, and for and against the free operation of the pricing 
system without any direct Government control (apart apparently 
from possible control of wages), if none of Professor Meade’s rather 
fanciful suggestions prove acceptable, we are not told. 

(7) Professor Meade relies on his supply-demand principle 
also to secure a proper distribution of man-power. ‘‘ Appropriate 
wage differentials will deflect the demand for labour away from 
the occupations and localities of great scarcity of labour to those 
where labour is more plentiful. . . . Moreover, with appropriate 
wage differentials, labour will be induced to move from the 
occupations in which there is a surplus to the occupations in 











1949} PROFESSOR MEADE ON PLANNING 9 


which there is a scarcity of labour.” This is illustrated by con- 
sidering the remedy for a situation in which we might find our- 
selves “ shivering without any clothes in front ot 2 dozen electric 
fires which cannot be turned on for want of coal to generate the 
electricity.”” What is clearly wanted is more labour in producing 
clothes and coal and less in producing electric fires. If we are to 
use the price mechanism we must first 


restrict the total purchasing power of goods and services to 
match the total supply, and . . . take measures to ensure a 
tolerably fair distribution of such purchasing power. If coal 
and clothing were then still particularly scarce we could let 
their prices rise. . . . Wage-rates could then move upwards 
in coalmining and textiles relatively to light engineering. 
Is not this the background in which there is the best chance of 
Seducing labour to move where society most needs its 
effort ? (p. 73). 


This question is clearly meant to be rhetorical, but I should 
myself give the unwanted repiy. The establishment of wage 
differentials seems to me a poor method of securing a movement 
of labour. I should contend that the motive of security is the 
dominant one in the minds of workers; and the combination of 
unemployment in one industry with scarcity of labour in another 
would, I should have thought, be far more effective in driving 
labour from one to the other than any conceivable wage differ- 
ential, which will have the effect of reducing the amount of 
unemployment in the one and of decreasing the number of 
unfilled vacancies in the other which the employment exchanges 
have to offer on their books. (The adoption of Professor Meade’s 
principle would mean the establishment of wide divergencies 
between the marginal productivities of labour in different uses, 
surely not a desirable result.) Professor Meade believes that this 
alternative method, which he attempts to decry by describing as 
the method of Starvation, as compared with his method of Seduc- 
tion, would necessitate withholding unemployment benefit from 
those whom it was desired to transfer. I do not think that this 
would be necessary at all. What would be necessary is that the 
redundant workers should become permanently unemployed in 
their previous occupation and that we should not be influenced 
outside the proper context by Professor Meade’s advocacy, 
designed to render more palatable the technical minimum of 
unemployment which he feels it is necessary to establish, of 
‘adequate measures to ensure that this unemployment takes the 
form of short bouts of unemployment for many persons rather 
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than long period unemployment for a few unfortunate individuals ” 
(p. 70). 

(In practice we shall of course continue to have the worst of 
both worlds—neither adequate wage differentials nor adequate 
differentiation in the degree of security of employment offered in 
different occupations.) 

(8) There is one further plea that has to be made to the Trade 
Unions. Movements in the terms of trade must, says Professor 
Meade, be allowed to exert their full effect on real wages. 

If we had not adopted a policy of food subsidies, real wages 
would have suffered from the recent adverse movement of our 
terms of trade (or the upward movement of money wages would 
have been enormously enhanced as a result of an attempt on the 
part of Trade Unions to defend real wages). If and when inter- 
national prices of foodstuffs fall, the food subsidies will automatic- 
ally be reduced in such a way as to deprive the wage-earners of the 
advantage of the more favourable terms of trade. But Professor 
Meade would sweep away the food subsidies, substituting (at least 
in part) ‘‘ increased children’s allowances, old-age pensions, etc.” 
(or a reduction in the burden of income tax on the poorer tax- 
payers), leaving the beneficiaries free to decide for themselves, in 
the light of proper economic prices, what they want to buy. 
Now if anything is certain it is that once children’s allowances and 
old-age pensions had been increased it would not, on account of a 
favourable shift in the terms of trade, be politically possible to 
cut them back to their previous levels (which is, of course, the 
reason why Professor Meade’s proposal would be hotly contested 
by many of those who are themselves opposed to the food sub- 
sidies). The result of a fall in the international prices of food- 
stuffs would therefore under Professor Meade’s auspices be that 
the wage-earners would be better off than they would then be 
under present Government policy. Professor Meade would no 
doubt welccme such an outcome. But to some who are with 
Professor Meade in attacking the food subsidies it would not be 
welcome and to these it should be an argument in favour of the 
Government’s present policy that it ensures that the wage-earners 
do not gain on the roundabouts what they avoided losing on the 
swings. 

(9) Professor Meade has, of course, to postulate that total 
monetary demand is regulated so as to be neither too great nor too 
small, and the achievement of his “nice balance” forms the 
subject-matter of an interesting and important chapter. 

Here he introduces an additional reason for keeping down 
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internal monetary demand when it tends to be excessive and when 
the country is in balance of payments difficulties. ‘‘ The excessive 
pull of demand in the home market has undoubtedly been a main 
factor attracting goods and services away from export markets ”’ 
(p. 15). ‘‘ We must reduce the internal pressure of demand, not, 
of course, to such an extent as to cause serious unemployment, 
but sufficiently to make it profitable for many more businesses 
to go all out for alternative export orders ’”’ (p. 79). This important 
doctrine, which is rightly emphasised at several points in the book, 
will not endear the author to the business men who are always 
urging the need for a flourishing home market as a basis for 
successful export trade, or to the politicians who regard any sign 
of languishing in the home market as the signal for remedial 
action. 

Professor Meade belongs to the school of economists who 
would like to see the rate of interest play its proper part in the 
operation of the pricing process. But “ an essential condition for 
the proper working of the money and pricing system is that there 
should be a tolerably fair distribution of money income and 
property. . . . The way to prevent the building of factories to 
produce luxury motor-cars for the rich instead of essential cloth- 
ing for the poor, is to make the rich poorer and the poor richer— 
not to have a licensing system for factory building” (p. 28). 
By stating the case in this way Professor Meade renders his con- 
clusion dependent on sufficient having first been done to improve 
the distribution of income, and so he deprives it of a good deal of 
the interest which otherwise it might have enjoyed. He might 
have been better advised to argue that so long as the rich are 
exercising their purchasing power they might just as well be given 
luxuries to spend it on—but he would then surely have to allude to 
the case for subsidising the production of necessaries and taxing 
that of luxuries. 

(10) Professor Meade has also to postulate that other countries, 
too, will maintain a “ nice balance ”’ between internal demand and 
supply. The chapter on “ Financial Policy and the Balance of 
Payments,” and the Appendix on “ The International Monetary 
Fund, the International Trade Organization and the United 
Kingdom Balance of Payments,” throw light on a series of 
important problems. The author deals with them with habitual 
lucidity. These are among the most interesting sections of his 
book. But to discuss them adequately would require a separate 
article. Two points can, however, be mentioned. 

Professor Meade is emphatic that “ potential deficit countries 
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must preserve the right, as they do in the present Draft Charter 
for an International Trade Organization, to impose discriminatory 
import restrictions against the goods of a country which is 
experiencing an uncontrolled deflation ” (p. 103). Presumably the 
exercise of this right would take the form of quantitative import 
control rather than discriminatory tariffs. If so the question 
arises how it is compatible with the free operation of the pricing 
system. This is a question which Professor Meade discusses and 
his solution is that import licences (in so far as import licensing 
has to be resorted to) “‘ should be auctioned or otherwise sold to 
the highest bidders” (p. 87) (a sad footnote suggests that this 
might be held contrary to the Charter of the International Trade 
Organisation (p. 104)). Sale on the domestic market of Govern- 
ment-purchased imports would be an alternative—possibly a 
happier one—but Professor Meade does not discuss it. Incident- 
ally, the problem of reconciling the maintenance of quantitative 
import controls with the free operation of the pricing system is 
likely to remain with us for a long time—at any rate so long as our 
Government believe that “‘ equilibrium ”’ consists of paying for a 
heavily restricted volume of imports (surely Professor Meade is a 
bit optimistic in describing as a ‘‘ hypothetical case ”’ that of our 
being unable, without exchange depreciation, “to find sufficient 
remunerative markets to sell all the exports necessary to finance 
unrestricted imports ”’ (p. 93)). 

We can afford to allow the free operation of the pricing system 
to determine the source of our imports, and the destination of 
our exports, only if the currencies of all overseas countries are 
convertible into one another. This presents an obstacle, but 
Professor Meade is clearly looking forward to a world of free 
convertibility of currencies (made possible by appreciating some 
and not solely by depreciating the others). Meanwhile he makes 
the suggestion that we insist “that overseas purchasers of our 
goods should pay for them in gold, convertible currencies, or 
sterling acquired currently by them through the sale of useful 
goods to us”’ (thus disposing of the problem of “ unrequited 
exports ” (p. 81)). 

(11) The reason why we ration clothing is only partly to avoid 
a lowering of the standard of living of the classes to which clothing 
is a relatively important object of consumption. The main 
object is to reserve a substantial part of the production for over- 
seas markets. With a freely operating price system, governed by 
the maintenance of a nice balance between overall demand and 
supply, exports of textiles might suffer from a rise in their price, 
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but that would not matter because their place in export trade 
would be taken by the commodities of which less would be con- 
sumed if more domestic purchasing power could be devoted to 
clothing. That is not how Professor Meade puts his case, but 
that is, I think, what it comes to. A fundamental assumption 
that would have to be made to justify this conclusion—and which 
has only to be enunciated to reveal-its unreality—is that it is as 
easy to gain extra export trade in one commodity as it is to lose 
it in another. In practice it will usually require a substantial 
reduction in price to open up new lines in international trade, even 
though the traditional lines are faced with highly competitive 
world markets. It would be most unfair to suggest that Professor 
Meade pays inadequate attention to the relationship between the 
terms of trade and the volume of trade—his discussion of the 
choice between quantitative import restrictions and exchange 
depreciation is sufficient evidence to the contrary—but I do not 
think that it is unfair to say that he pays inadequate attention to 
the dependence of the terms of trade on the composition of a given 
volume of trade, and that this dependence is particularly important 
for a country which is having difficulty in maintaining its position 
in international trade. 


Il 


The book is concerned mainly with permanent principles. In 
the Preface a programme of immediate action is outlined : 


(a) Inflationary pressure must be reduced. A cut in the food 
subsidies is advocated, to be balanced in -part (perhaps one-half) 
by an increase in family allowances and old-age pensions; “as 
soon as practicable, a straight-forward capital levy on a consider- 
able scale”; reduction of public expenditure ; a temporary tax on 
capital investment; credit restriction. In advocating restric- 
tions on capital development (through some rise in interest rates 
and otherwise), Professor Meade backs a policy of Mend-and-Make- 
Do. ‘The time to undertake the large, revolutionary, long- 
lasting reorganizations of our capital equipment ” is when “ the 
immediate pressure dies down ”’ (p. 29). Here again there seems 
to me to be a serious danger of overlooking the precariousness of 
our hold on overseas markets in some of our staple lines of export. 
It will make all the difference whether we get costs down sub- 
stantially in the next few years or postpone radical improvement 
until it is too late. Also the virtues of the complex of rates of 
interest (long- and short-term) as a determinant of the character 
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of labour-saving investment really depends on there being 
sufficient slack in the system for the wage of labour to measure its 
marginal product. If I understand Professor Meade correctly in 
this context he would be in favour of leaving the complex of rates 
of interest to determine investment in the present situation even if 
none of his other remedies were adopted. If this means that he 
would allow the rates of interest (ruling considerably higher than at 
present) to determine how capital investment should be con ‘ucted 
in industries like the coal or cotton industries, in which there is an 
acute shortage of man-power, he would be allowing the wage of 
labour in those industries to serve as a measure of the scarcity of 
labour in those industries. But the wage-level adopted for calcu- 
lating the usefulness of labour-saving investment in such industries 
would have to be very considerably in excess of the actual wage, 
and any calculation based on actual wages in valueless. 

(b) As I have mentioned, Professor Meade would get rid of 
petrol rationing, leaving the Government to sell the limited 
imports of petrol on a free market to the highest bidder. A similar 
principle might, he suggests, be applied to steel and timber, and, 
on an experimental basis, to ccal. Also he advocates a measure of 
rent de-restriction, perhaps ‘ accompanied by a temporary and 
diminishing tax on the occupation of dwellings ’’ and by “ higher 
family allowances and old-age pensions.” 

(c) Professor Meade would drastically control the export of 
capital, on which we must not squander our Marshall Aid “ as we 
did a large part of the American loan.” His plausible suggestion 
that we should insist on being paid for our exports in convertible 
currency, or the equivalent, has already been mentioned. 

(d) Finally, he outlines directions in which something could be 
done at once to restore the international working of the price 
mechanism. 

IV 

Professor Meade attaches a good deal of importance to lighten- 
ing the bureaucratic burden caused by Government control. 
But among the positive proposals which he puts forward are a 
capital levy, a temporary tax on purchases of capital equipment, 
a temporary and diminishing tax on the occupation of dwellings 
(designed to secure for the State the increase in rents resulting 
from rent derestriction), Dr. Dalton’s advertisement tax 
(abandoned by Sir Stafford Cripps), and the imposition of an upper 
limit on the amount of property which any individual would be 
permitted to accumulate, otherwise than as a result of his own 
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savings (which would necessitate recording “‘ in a grand Domesday 
Book all gifts and inheritance received by each individual ” 
(p. 48)). It would be interesting to hear the comments of the Board 
of Inland Revenue on these proposals which are partly designed to 
lighten the work of the Civil Service. 


V 

It is a reflection of the author’s integrity that his book is ill- 
designed to please. Many of those who temperamentally are 
attracted by his philosophy will be outraged by the stark audacity 
with which he describes the conditions which have to be realised 
before the philosophy can provide a basis for action, and by the 
uncompromising manner in which he underlines the exceptions to 
the case against Government interference. On the other hand, 
many of those who intellectually are charmed by Professor Meade’s 
grace as an economist and a writer will be repelled by his tacit 
refusal to admit that the exceptions are more comprehensive than 
therule. It isa great pity that the book is in appearance directed 
to those to whom it will be least useful. It is not likely to persuade 
the “ anti-planners ”’ to re-examine the foundations of their belief 
in “‘ the miracle of a properly working pricing system.” On the 
other hand, it is those who do not believe in the miracle who have 
most to learn about the operations of the pricing system. But to 
these, prices are, or should be, a servant. A book which makes 
prices out to be a master, and which might, read superficially, 
be regarded as an attack on all those who believe in controls or 
who administer them, is ill designed to introduce more sense into 
the designing and operation of controls. This is a great pity. 
For more sense is certainly needed. And prices should play a 
more important part. It is not a matter of either black or white 
(any more than the obvious impractability of free trade as an 
objective for the next few years justifies our Government’s policy 
of extreme autarchy). The system of controls and their admini- 
stration could be usefully transformed if economists who under- 
stood the operations of the pricing system—both its virtues and 
vices—would address themselves to the problems involved. 

An illustration is provided by Professor Meade’s suggestion 
that ‘‘ arrangements be made to sell electric current at a much 
higher price during the hours of the peak load than at other 
times’ (p. viii). The economic case for moving prices about 
between one part of the day and another is usually much stronger 
than the case for ensuring that they are stabilised at the correct 
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levels. But it is seldom practicable to do so. A Government 
Committee did, in fact, consider the suggestion made by Professor 
Meade, and the only apparent result is that the price of electric 
current has been raised during the winter months—a change that 
may do more harm by encouraging wasteful methods of consuming 
coal at off-peak hours than it does good by reducing the demand 
for electricity at the peak. 

Then there is the controversy over the substitution of steel for 
timber. Professor Meade’s suggestion that all will be well “ if 
the prices charged to domestic consumers of steel and timber bear 
the same relationship to each other as the prices at which steel and 
timber can be purchased in foreign markets ”’ (p. 9) is the kind of 
thing that is wanted if only it could be divorced from the doctrine 
that prices should be left to find their own levels (though it 
would still need adapting to the distinction between hard and soft 
currencies and to the possibility of widely differing elasticities 
of overseas supply of steel and timber). 

It would be a great pity if Professor Meade’s apparent lack of 
sympathy with those who believe in controls were to discourage 
those who could profit most from this fascinating book, and who 
could best appreciate the scientific spirit which livens it, from 


studying it seriously and applying its lessons. 
R. F. Kaun 


King’s College, 
Cambridge. 














NATIONAL INCOME, NATIONAL EXPENDITURE 
AND THE BALANCE OF PAYMENTS—continued 


VII. Tut ANAtysis APPLIED TO CERTAIN ILLUSTRATIVE 
PROBLEMS 


WE are now in a position to apply the general analysis of 
the preceding Sections to certain specific and simplified “ multi- 
plier’ problems. We will consider four examples: (i) a “ pure ” 
disturbance due solely to a “ spontaneous ” change in domestic 
expenditure in one of the two countries (e.g., country A); (ii) 
a “pure” disturbance due solely to a ‘“ spontaneous ”’ shift in 
either country, within any given level of domestic expenditure, 
from B’s goods on to A’s goods; (iii) a ‘ pure”’ disturbance due 
solely to a ‘“‘ spontaneous” change in net foreign lending from 
A to B; and (iv) a ‘“‘ combined ” disturbance due to the pay- 
ment of reparations from A to B which represents a “‘ spontaneous ” 
increase in net foreign transfers (cf. case (iii) above) and simul- 
taneously causes ‘‘ spontaneous ”’ changes in the level of domestic 
expenditure in both countries (cf. case (i) above). 

In the tables which illustrate these four cases we shall give 
values only for Y,, Y, and P. That is to say, we shall confine 
ourselves to the effects of the change on the three basic quantities : 
the national incomes in the two countries and the total balance of 
payments between them. It is from the behaviour of these 
quantities that we can answer the two basic questions: will the 
change affect the level of employment and economic activity in 
the two countries, and, will the change cause a balance of pay- 
ments problem between them? The tables will omit giving the 
values for Dap, Dip, Tap and Iyp. In other words, we shall not give 
the values of the ‘“ policy” changes which will be required in 
either of the countries to preserve Internal or External Balance, 
although these can, of course, readily be derived from the equations 
in Table I (see Vol. lviii, p. 503). These quantities are, however, 
not so fundamental. We can regard them as being reached by a 
process of trial and error: some internal or external change in 
demand takes place in country A which requires some “ policy ” 
inflation or deflation of domestic expenditure in order to maintain 
Internal or External Balance; and the authorities accordingly 


inflate or deflate domestic expenditure by a process of trial and 
No. 233—voL. LIx. Cc 
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error to the extent necessary to preserve whichever Balance they 
intend to achieve. 

Case (i): a ‘‘ spontaneous” change in country A’s domestic 
expenditure. There is some “ spontaneous ”’ increase or decrease 
in domestic expenditure in country A. This might be due to a 
boom or slump in private investment or to some governmental 
measure of reflation or disinflation through a change in public 
expenditure or a change in the amount of taxes levied. We wish 
to examine the effect of this ‘“‘ spontaneous ”’ change in country 
A’s domestic expenditure (D,,) on her national income (Y,), on 
country B’s national income (Y;,) and on the total balance of 
payments between the two countries (P) on the various policy 
assumptions which we are making. 

In this case it is possible to derive from the equations given 
in Table I the values given in Table II for Y,, Y, and P, all of 
which are there expressed in the form of the ‘‘ multipliers ’’ which 
must be applied to the ‘‘ spontaneous’ change in country A’s 
domestic expenditure (D,,). Let us first confine ourselves to the 
case of a Neutral Economy in country A (i.e., rows (1), (2) and 
(3) of the Table) and consider each of the multipliers in turn. 


> 


‘ 


In a closed economy the “multiplier” xe would have the 


value x If country B is an Externally Balanced Economy and 


if changes in country A’s and country B’s national income do 
not induce any changes in foreign lending, this for country A is 
tantamount to being a closed economy. For no part of any 
increase in country A’s expenditure on imports “ leaks ”’ per- 
manently abroad, since country B takes deliberate steps to ensure 
that its own expenditure on country A’s exports expands just to 
the extent necessary to keep her in balance of payments’ equili- 
brium. And since there is assumed to be no induced change in 
foreign lending, country B will keep her balance of payments in 
equilibrium only by expanding her demand for A’s goods to 
exactly the same extent as A’s imports from her have increased. 


1 Throughout what follows a main theme will be the dilemma of choice between 
the action which is aimed at achieving Internal, and that which is aimed at 
achieving External Balance. When, for example, the foreign demand for A’s 
goods falls, should the authorities in A inflate their domestic expenditure in 
order to preserve A’s national income and employment or should they deflate 
in order to preserve A’s balance of international payments? The sharpness of 
this dilemma is, of course, due to the rigid multiplier assumptions which we are 
making. If relative prices can be changed, either by changes in exchange rates 
or by internal infletions and deflations of cost and price levels, the dilemma in 
large measure disappears. 
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We find, therefore, that when country B has an Externally 


Balanced Economy and y, = y, = 0, the multiplier x has the 


closed-economy value of x (see row (3) of Table II). 


But this closed-economy multiplier is modified by the factor 


1 — ts +H if there is a Neutral Economy in the rest of the 
1 + pa + Me 


world and by the factor : <a, <m 


Balanced Economy in the rest of the world. (See rows (1) and 
(2) of Table II.) As the general case, let us suppose that the 
import content of the “‘ spontaneous ”’ and “ policy ”’ increases in 
domestic expenditure are of the “‘ normal ”’ size in both countries 
(7.€., as = Ta, Mp =m). Suppose, for the sake of numerical 
illustration, that A, = » = 0°5, m,=7m =—90:25 and m = 
m =0-1. Then the closed-economy multiplier = 2, and this is 
the same as the multiplier with an Externally Balanced economy 
in the rest of the world, if y, = y, =0. The modifying factor 
with a Neutral Economy in the rest of the world is 0-63 and with 
an Internally Balanced Economy in the rest of the world is 0-57, 


—_ Tas — 7 if there is an Internally 


so that in the former case the multiplier ze = 2 x 0-63 = 1-26 


and in the latter case = 2 x 0-57 = 1-14. 

This shows how in the two latter cases the “‘ closed-economy ” 
multiplier ‘ is damped down by the foreign leakage through the 
increased imports which the growth of domestic expenditure in 
country A involves. Not all of the increased demand in country 
A is an increased demand for home-produced goods; and this 
import ‘leakage ”’ reduces the extent to which an increase in 
domestic expenditure stimulates national income and domestic 
expenditure still further. But with a Neutral Economy in the 
rest of the world this damping-down factor in country A will 
itself be reduced. The increased demand in country A for the 
products of country B will stimulate the national income of country 
B which will stimulate country B’s demand for goods and services 
which will stimulate country B’s demand for imports from country 
A. Part of the foreign leakage of demand in country A will 
come back indirectly as a demand for country A’s exports. 

But this will not occur if there is an Internally Balanced 
Economy in country B. Indeed, the reverse will happen. When 
country A spends more on country B’s goods as a result of the 
inflation of country A’s domestic expenditure, country B, having 
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a conscious policy of maintaining a stable national income, 
offsets the increased foreign demand for her goods by a policy of 
deflating her domestic expenditure. If the domestic expenditure 
which she deflates contains some imported goods (™, > 0), then 
her deflation of domestic expenditure will cause a reduction in her 
imports from country A. The foreign leakage for country A, far 
from being itself diminished, will be intensified by the reper- 
cussions in country B. It is for this reason that the multiplier 
Das 
multiplier in row (1). 

Indeed, it can be seen from Table II that if there is an 
Internally Balanced Economy in country B and if a, + m= 1 





in row (2) of Table II is smaller than the corresponding 


the multiplier pf will be zero. There is a primary increase of 


domestic demand in country A equal to D,,. Of this 7D, 
causes @ rise in demand for imports from country B. Country B 
experiences an increase in the foreign demand for her goods equal 
tO 74;D,; and she reduces her domestic expenditure by an amount 
Dy, sufficient to cause just that decrease in her own demand for 
her own goods ([{l — m,]Dyp,) to offset the increased foreign 
demand for her own goods, 74,D,,, so that (1 — mp)Dop = masDas 
Tas 

— Tp 
country B (D,,) causes a reduction in the demand in country B 





or Dy = i D,,. But the reduced domestic expenditure in 





for country A’s goods equal to mpDp» or Pm Dw- If tas + 
[De = (1 — 7as)Das, which is exactly equal to the 
primary increase in the demand for country A’s goods caused by 
the primary increase in country A’s domestic expenditure (D,,) 
which started the whole set of repercussions. In other words, 
the increased demand for country A’s own goods caused by 
country A’s “‘ spontaneous ” inflation of her domestic expenditure 
is exactly offset by the reduction in country B’s demand for 
country A’s goods which is caused by country B’s policy of 
deflating her domestic expenditure to the extent required to 
offset the increased demand for her goods by country A. There 
is no net change in the demand for country A’s products and 
thus no net change in country A’s national income. 





Top = i, 


Let us turn now to the multiplier <- If country B has an 


Externally Balanced Economy this will, of course, be zero, as is 
shown in row (3) of Table II. In the two other cases it will 
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be seen that the inflation of demand in country A due to the 
“spontaneous”’ increase in her domestic expenditure will 
directly (and indirectly through the induced effects upon domestic 
expenditure in country A) raise her demand for imports. The 
balance of payments will move against her, both because the 
balance of trade will thus move against her, and also (if y, > 0) 
because with a larger income she may lend more abroad. This 
last effect will be partly or wholly offset (if y > 0) in the case 
in which country B has a Neutral Economy, because country B 
will lend abroad more as her income rises. But with an Internally 
Balanced Economy in B, since B’s income will not rise there will 
be no offset of this kind. 

Ha + Tas 


P 
If we assume y, = y, = 0, we have — = — —** 1 -%_ 
nil ve Das 5 a 
— —He 1 7% _ in the cases of a Neutral and Internally Balanced 
1 + Ha — Tp 


Economy in B respectively.1 (See rows (1) and (2) of Table II.) 
These expressions make it clear that, so far as the trade elements 
in the balance of payments are concerned, with a Neutral Economy 
in country B the unfavourable movement will be less than with 
an Internally Balanced Economy in country B, since in the former 
case, as has already been argued, there will be some inflation of 
domestic expenditure and increased demand for country A’s 
exports in country B, while in the latter there will be a reduced 
domestic expenditure and a reduced demand for country A’s 
exports in country B. To continue the previous numerical 
example with A, =A =0°5, ms =m = 0°25, mH =m = 01 
and y, = y = 0, Table II shows that with a Neutral Economy in 
country B the unfavourable movement in country A’s balance of 
payments will be 0-37 times the primary increase in her domestic 
expenditure and with an Internally Balanced Economy in country 
B will be 0-43 times this. primary increase in her domestic 
expenditure. 

So far we have only considered the effect of a primary increase 
in domestic expenditure in country A which itself has the 
“normal” import content (7, = 7). Let us now consider the 
effects on country A’s balance of current payments and national 
income of a public-works’ policy which is consciously devised so 
that the primary increase in domestic expenditure (D,;) which it 

1 These expressions measure the change in the balance of trade even if ye 
and y, are + 0. This can readily be seen when it is remembered that P = T — 
yaa + ve¥s — L, (see equation (15)). Indeed, by means of this equation the 


multiplier for 7’ can easily be obtained from the multipliers for Y,, Y, and P in 
any of the Tables II to V. 
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represents is spent solely on goods and services produced in 
country A. In this case 7, =0. The multipliers A and . 

as as 
given in Table II show that in this case the adverse effect of a 
reflationary policy in country A on its balance of current pay- 
ments is by so much reduced, and the favourable effect upon its 
national income is by so much increased, by ensuring that the 
whole of the primary increase in domestic expenditure is spent on 
home-produced goods. With our numerical illustration with 
Ne = A» = 0°5, my = 0-25, m =m = 0-1 and y = y» = 0, the 
values of the multipliers showing the effect of a primary change 
in domestic expenditure upon the balance of payments and the 
national income, (a) with m,, = 7, and (b) with 7,, = 0, may be 
shown as follows :— 











With 74, = 7. With 7,4, = 0. 
Neutral Economy in country B: 
it 1-26 1-63 
bs, — 0:37 — 0-19 
Internally Balanced Economy in 
country B: 
it 1-14 1-57 
ix — 0-43 — 0-22 











Let us next consider the internal effects upon country B of the 

primary inflation or deflation in the domestic expenditure of 
-y, 
Das’ 

With a Neutral Economy in country B, D,, as well as D,, will 
be zero. In this case the national income in country B will rise 
by an amount obtained by applying the closed-economy multiplier 
of country B ( : 

Xr 
trade. We have already seen that a primary inflation of country 
A’s domestic expenditure will cause an unfavourable movement 

Ha + Tas 
i + Pa + po 
primary increase in A’s domestic expenditure; and this will 
measure the favourable movement in country B’s balance of 


country A, as measured by the multiplier 


) to the improvement in country B’s balance of 


in country A’s balance of trade equal to times the 


trade to which the multiplier % must be applied to obtain the 


consequential inflation of country B’s national income, 
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With an Internally Balanced Economy in country B, nt 


will, of course, be zero. 

With an Externally Balanced Economy in B there will be no 
change in the balance of trade except in so far as is required to 
offset induced changes in foreign lending. Let us assume no 
induced foreign lending (t.e., ys = y» = 0). In this case, it will 

Y; = 1 Ha + Tas 
be seen from row (3) of Table IT that eee me om To 
prevent any change in the balance of payments, B will in this 
case need to prevent any change in the balance of trade; and for 
this purpose country B must engineer such a primary increase in 
her own domestic expenditure as to cause an increase in country 
B’s demand for country A’s goods equal to the increase in country 
A’s demand for country B’s goods which has resulted from the 
primary inflation in country A. The “ policy ” inflation required 
in country B’s domestic expenditure is Ho 1 Tas times the 
bo + Top 
*“‘ spontaneous ” increase in country A’s expenditure,’ and the 
increase in country B’s national income is obtained by applying 


J 


the closed-economy multiplier . to this quantity. It is interest- 


»s 


ing to observe that if the marginal propensity to import in each 
country which is associated with ‘‘ spontaneous ”’ or “ policy ” in- 
creases in domestic expenditure is equal to the marginal propensity 
to import in each country which is associated with the “‘ induced” 
increases in domestic expenditure (i.e., if 7, = 7, and mp, = m) a 
zs 1 
"Das 7% Ae 
So far we have only considered the cases in which there is 
a Neutral Economy in country A (rows (1), (2) and (3) of Table II). 
It can be seen from the rest of Table II * that if country A has an 


1 This can be seen clearly in the following way. 74,D,, is the increase in 
country A’s imports due to the primary increase in its domestic expenditure. 


further simplification is possible. In this case 


—— D,, is the increase in country A’s income, Dg, the “ induced ”’ increase in 


Xe e 
its domestic expenditure, and all or peDg, the “induced” increase 





in its imports, so that (ws + 74,)D,, is the total increase in country A’s imports. 
Similarly (us + 7p)Dsp is the total increase in country B’s imports; and since 
Ds, is such as to make 7’ = 0 these two quantities are equal. 

2 This table does not show the values for 7, Ys and = for those cases 

Da’ Du Da 

in which there is a Neutral Economy in B and an Internally or an Externally 
Balanced Economy in A, or an Internally Balanced Economy in B and an 
Externally Balanced Economy in A. These results could be obtained from the 
% eo P 


nh d 
Do, Di, = Dy, 


yalues of 


obtained from Table I for policy combinations 2, 3 
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Internally Balanced or an Externally Balanced Economy a 
‘‘ spontaneous ” increase in domestic expenditure in country A 
will have no effect at all on either country’s national income or 
balance of payments, if the import content of the “‘ spontaneous ”’ 
increase in domestic expenditure is the same as the import content 
of the “ policy ” decrease in domestic expenditure which is under- 
taken to offset it (t.e., if a4, = may). The reason should be clear. 
If there is a “‘ policy ’’ decrease in domestic expenditure equal in 
magnitude to the “‘ spontaneous ”’ increase in domestic expenditure 
and if each has the same import content, then the “ policy ” change 
will exactly offset the effects of the “spontaneous ” change on 
income and imports. Nothing will change. It is only in so far 
as the import contents differ that there will be further reper- 
cussions of any kind. 

Case (ti): a “‘ spontaneous” shift of demand in either country 
from country B’s goods on to country A’s goods. We can now 
turn to the second type of primary disturbance. Either in 
country A or in country B—it makes no difference—there is a 
shift of demand, within the ruling level of domestic expenditure, 
from country B’s goods on to country A’s goods. This is defined 
as a “‘spontaneous”’ increase in country A’s balance of trade 
(7) equal in size to the primary increase in expenditure on 
country A’s goods and decrease in expenditure on country B’s 
goods. What is the final effect on the national incomes of both 
countries and on the balance of current payments between them ? 

Let us first compare the position of a Neutral Economy in 
both countries (row (1) of Table III) with that of an Internally 
Balanced Economy in both countries (row (4) of Table III); and 
let us first consider the final effect of the ‘‘ spontaneous ”’ shift in 
the balance of trade (7',) upon the balance of payments between 
the two countries. Let us once more simplify by assuming no 
“induced ” foreign lending (i.e., ya = y = 0), so that in both 
cases the change in the balance of trade is equal to the change in 


the total balance of payments, expressed by oes in the 
a b 


case of the Neutral Economies and by oo in the case 
— Wap —~ “bp 


of the Internally Balanced Economies. 





and 5 respectively, and then writing throughout subscript a for subscript 6 and 
altering the sign of P. But the general argument in the text would remain 
unchanged. 

1 Applying equation (15) to rows (1) and (2) of Table III it is clear that these 
are the expressions for the change in the balance of trade even if y, and y, + 0. 
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It has already been pointed out by a number of authors! 
that, in a world of Neutral Economies, any primary improvement 
in a country’s balance of payments will be ‘‘ damped down ” 
before a new equilibrium is reached. Consider the relationship 
of country A with the rest of the world (country B). Assume 
that there is a change of taste which causes purchasers to shift 
their demand away from the gocds of country B to the goods of 
country A. There is an increase in country A’s exports and in 
country B’simports. The balance of current payments of country 
A becomes more favourable and that of country B less favourable. 
But the increased demand for country A’s exports increases the 
incomes of those employed in country A in producing exports; 
they spend some part of their increased incomes on purchases of 
more goods and services; some of this increased expenditure is 
on imported goods and services, some on home-produced goods 
and services; this causes another round of increased purchases 
both of imports and of home-produced goods; and soon. In the 
end home incomes and imports will have risen. Conversely, in 
country B the increased imports will have attracted purchasing 
power away from expenditure on home-produced goods; the 
incomes of those producers whose products are replaced by the 
imports will fall; there will result a decline in incomes in country 
B, and the imports of country B will decline again by an amount 
determined by country B’s propensity to import. Thus the 
primary improvement in country A’s balance of current payments 
will be damped down by this secondary increase in country 
A’s imports, and secondary decline in country B’s imports, due 
to the repercussions on incomes and expenditure in the two 
countries.” 


This is shown by the multiplier 7, in row (1) of Table III, 

8 
which with our illustrative numerical values of A, = A = 0-5, 
Tq = 0-25, m = 0-1 and yq = y» = 0, has the value of 0-74. In 
other words, as a result of the secondary increase in imports in 
country A and decrease in imports in country B only about three- 


1 See, for example, A. J. Brown, ‘‘ Trade Balances and Exchange Stability,” 
Oxford Economic Papers, Number 6, April 1942, and Joan Robinson, ‘‘ The 
Foreign Exchanges ’’ in Essays in the Theory of Employment. 

2 If we allowed for ‘‘ induced ”’ foreign lending and assumed y, and y, > 0, 
there would be a further factor ‘‘ damping down ” the improvement in A’s total 
balance of payments, since the increase in A’s income would induce her to lend 
more abroad and the decline in B’s income would induce her to lend less abroad. 


The influence of this factor can be seen in the expression for the multiplier 7 in 
s 


row (1) of Table ITI. 
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quarters of any primary improvement in country A’s balance of 
payments will result in a lasting improvement in that balance. 
But the position is completely changed if countries A and B 
both have Internally Balanced Economies. Assume again a 
primary change of taste within any given levels of domestic 
expenditure in the two countries which increases country A’s 
exports and/or decreases her imports. This will mean that there 
is an increased demand for country A’s products and a decreased 
demand for country B’s products. Country A, in order to avoid 
an inflationary pressure of demand, must take domestic measures 
to reduce the internal demand for goods and services. Thus it 
may raise interest rates or take other measures to reduce domestic 
expenditure on new capital development; or it may reduce 
Government expenditure without reducing taxation; or it may 
reduce spendable incomes by raising rates of taxation, or take 
other measures to reduce private expenditure on goods and services 
for personal consumption. Whichever method it adopts, there 
will result a reduction in demand not only for home-produced 
goods and services but also for imported goods and services. At 
the same time country B must be adopting the opposite policy of 
stimulating its domestic expenditure on goods and services in 
order to offset the primary reduction in demand for its products. 
But this “ reflation ” of domestic expenditure in country B will 
increase country B’s demand for imported goods and services as 
well as her demand for her own home-produced goods and services. 
Thus the primary increase in country A’s balance of current pay- 
ments, far from being “‘ damped down,”’ will be “‘ magnified up ” 
in these conditions by the restriction of domestic demand in 
country A which will lead to some further reduction in her 
demand for imports and by the reflation of domestic demand in 
country B which will lead to some further increase in her demand 
for imports.! Moreover, in this case since the national incomes 
of both countries are constant there can be no damping effect on 
the improvement in A’s total balance of payments from an 


1 It is an interesting conclusion from this that in a world of Internally 
Balanced Economies various measures will be made more effective in restoring 
equilibrium to disordered balances of payments than they would be in a world 
of Neutral Economies. Thus, suppose country A’s balance of current payments 
to need to be increased. Assume some change (e.g., a depreciation of country A’s 
currency, a reduction in country B’s tariff, etc.) which increases country A’s 
balance in the first place by 100. In a world of Neutral Economies the secondary 
inflation of domestic expenditure in country A and deflation in country B will 
damp this down to, say, 75. In a world of Internally Balanced Economies the 
secondary deflation of domestic expenditure in A and inflation in B will magnify 
this up to, say, 150. 
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increased net lending from A to B, however great y, and y, 
may be. 


This result is illustrated by the multiplier in row (4) of 


P 
Fe 
Table III which with 7, = 0 25 and m, = 0-1 would equal 1-54. 
In other words, the final improvement in country A’s favourable 
balance of trade would, as a result of the repercussions of the 
increased domestic expenditure required in country B to keep 
country B’s national income stable and of the reduced domestic 
expenditure required in country A to keep country A’s national 
income stable, be about 50% greater than the primary shift of 
demand from country B’s goods to country A’s goods. 

The illustration that has just been given assumes that the 
“policy ”’ changes in domestic expenditures in countries A and 


1 This multiplier becomes very large as 7g, + 7, approaches unity, becomes 
infinite if my + mp = 1 and becomes negative if mp, + mp, > 1. This last 
condition is improbable but not impossible. It would occur, for example, if 
both countries spent on imports more than 50% of any marginal changes in their 
total domestic demands. This would mean that if there were a primary increase 
in the balance of trade of country A, country A should “ plan” its domestic 
expenditure on the assumption that there was, in fact, going to be ultimately a 
net decrease in its balance of trade and should accordingly inflate its domestic 
expenditure; and country B, enjoying a primary decrease in its balance of trade, 
should adopt the apparently perverse policy of deflating its domestic expenditure. 
The inflation in country A will very little increase the demand for country A’s 
goods but will very greatly increase demand for country B’s goods; similarly, 
the deflation in country B will very little decrease the demand for country B’s 
goods but will very much increase the demand for country A’s goods. These 
readjustments of domestic expenditure will, therefore, cause a net decrease in 
the demand for country A’s goods and a net increase in the demand for country 
B’s goods, which will work in the opposite direction to the primary increase in 
country A’s balance of trade. The ultimate position will be one in which there 
is a net decrease in country A’s balance of trade; her domestic expenditure will 
have risen to counterbalance this; and the effect of the rise in her domestic 
expenditure on imports will have been so great as to remove the whole of the 
primary increase in her balance of trade and to have turned it into a net decrease 
equal to the increase in her domestic expenditure. This may be regarded as a 
“perverse”? case. The ‘“‘normal” case is where 0 < mp + mp, <1. The 
ingenious reader may be amused to ring the changes on the combinations of 
“‘ perverse ”’ and ‘‘ normal ”’ effects of the values for 7p + 7, with the “‘ perverse” 
and ‘‘norma!” effects of an exchange depreciation on a country’s balance of 
current payments. Suppose price elasticities of demand for imports in both 
countries to be so small that a depreciation of country A’s currency has the 
perverse effect of causing a reduction in her favourable balance of trade. If both 
countries had Internally Balanced Economies and 7p + mp > 1, then none the 
less the final effect would be to improve country A’s balance of trade. A normal 
exchange-rate effect (i.e., depreciation causing a primary improvement in the 
balance of trade) plus a normal zp + mp effect, or a perverse exchange-rate 
effect plus a perverse map + mp effect will enable exchange depreciation to improve 
the balance of trade. But if one effect is normal and the other perverse, exchange 
depreciation with Internally Balanced Economies will worsen the balance of 
trade. 
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B which are undertaken expressly to offset changes in the foreign 
demand for each country’s products, themselves contain the 
“normal ”’ net import content (i.¢., wap = 7 and mp, = 7»). But 
this might not be the case. Suppose that each country selected 
policies for stabilising demand which affected only the demand 
for their own home-produced products so that za, = mp = 0. 
This might be the case, for example, if when there was a primary 
improvement in country A’s balance of current payments of, say, 
100, then country A decreased a public-investment programme 
which had no import content by 100 and country B increased a 
public-investment programme which had no import content by 
100. The increased public-investment demand in country B for 
country B’s goods of 100 would exactly offset the primary reduc- 
tion of 100 in the net demand for country B’s exports (or in her 
own net shift of demand from home-produced to imported goods). 
And similarly in country A. There would be no “ magnifying 
up” of the primary improvement of the balance of current 


payments of 100, and - would equal 1. But if country A chose 


& 
to deflate in a way which meant that it had to reduce domestic 
expenditure by 1334 in order to reduce its own demand for its 
own products by 100, the remaining 334 would represent a reduc- 
tion in imports and so a further improvement in its balance of 
current payments. 

The effects of these changes in the balance of trade on the 
levels of national income in the two countries are readily explained. 
In the case of Neutral Economies in both countries (row (1) of 
Table IIT), the final improvement in country A’s balance of trade 
. 1 
“s + Pa + pe 


income in country A equal to b 


Na 


national income in country B equal to 4 times, this sum. With 


»s 
Internally Balanced Economies (row 4) there is, of course, no 
change in either national income. 
Row (2) of Table III shows a final effect upon the balance of 


times 7',; and there is an inflation of the national 


times, and a deflation of the 


payments ( i) intermediate between those of rows (1) and (4). 


In country A there is a Neutral Economy; the “ spontaneous ” 
improvement in her balance of trade leads to a rise in her national 
income; this leads both to some increase in her imports and also, 
if y, is >1, to some increase in her foreign lending ; and these are 
factors damping down the primary improvement in her balance 








ee ee 


rh 
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of payments and are shown in the term +p, in the denominator, 


and in the term a in the numerator, of the multiplier = 
On the other hand, in country B there is an Internally 
Balanced Economy; the primary worsening of her balance 
of trade causes her to engineer an offsetting primary in- 
crease in her domestic expenditure; this leads to some further 
increase in her imports; and this is a factor ‘ magnifying 
up” the primary worsening of her balance of trade, which is 


P 
a6 
Whether there is a net “damping” or “ magnifying” effect 


shown in the term — 7, in the denominator of the multiplier 


depends upon whether p, +? >or <m,. The final internal 
changes are easily seen. In country A the national income rises 
by an amount, shown by applying the multiplier x to 


1 
1 + pa — Top 
trade; and in country B there is no change in the national income. 
We may next consider rows (3) and (5), which, it will be 
seen, lead to the same final outcome if y,=0. For in these 


Y, 1 1 


conditions Yo =0 and == in both cases. In 


1 8 T, rs : Ho + Top 

both cases country B so deflates her domestic expenditure, and 
thereby her national income, as to cause a reduction in her demand 
for imports sufficient to offset the primary worsening in her 
balance of payments and to ensure that there is in the end no 
net change in that balance. Now if y, = 0, B will not need to 
offset any change in foreign lending induced by her own adjust- 
ments of her national income _ She will only have to adjust her 
national income so as to induce a change in her imports sufficient 
to offset the ‘‘ spontaneous ”’ change in the balance of trade and 
any changes in the balance of trade or foreign lending induced by 
a change in country A’s national income. But there will in fact 
be no such “ induced ”’ changes of A’s imports or foreign lending, 
because in the case of row (5) country A adopts a conscious policy 
which prevents any such changes, while in the case of row (3) if 
country B just offsets the ‘ primary” shift of demand to A’s 
goods by a “ policy ” deflation of her own demand for A’s goods 
of exactly the same magnitude there will in fact be no net increase 
in the demand for A’s goods. So far as A is concerned nothing 
will have happened and her national income will not rise. But 


, which is the final improvement in her balance of 
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if y, is > 0, then, whereas in the case of row (5) it will still be A’s 
policy to keep her national income constant, in the case of row 
(3) there will now be some rise in her national income. For as 
B deflates her national income in order to reduce her imports so 
as to offset the effect on the balance of payments of the primary 
shift of demand away from her goods, there will be an “‘ induced ” 
decline in her lending to A. The reduction in her demand for 
imports need not, therefore, go quite so far as the primary shift 
of demand from her goods, since part of her balance-of-payments 
gap will now be filled by her reduced lending to A. A, therefore, 
will experience some net increase in the demand for her goods, 
and with a Neutral Economy will, therefore, experience some net 
rise in her national income. 

There remains row (6) of Table III. In view of the primary 
shift of demand from B’s to A’s goods, A adopts a policy of 
inflating her domestic expenditure and so her national income to 
restore equilibrium to the balance of payments, and B deflates for 
the same purpose. B’s deflation is m times as large as A’s inflation. 
As a special case it may be interesting to see what happens as A 
takes less and less of the responsibility for restoring equilibrium by 
inflating and leaves more and more of the responsibility to B to 
restore equilibrium by deflating. At the limit when A will do 


nothing and = = 0, then, it can be seen from Table III, the 


multipliers in row (6) become exactly the same as those in row 
(5). A in fact keeps her national income constant and B has 
to make the whole change in her own. 

As another special case, let us assume that 7, = 7, and 
Mp = 7 (i.e., that the “ policy ’ changes in domestic expenditure 
have the normal import content). If in addition y, = y, = 0, the 
multipliers for the two national incomes reduce to the following 
simple formule which give the “‘ weights ” to be attached to the 
inflation in A and the deflation in B :— 

 # 1 Y, 1 


Sa cee eee a = 
Ta 
_ 77 
fe 





T, a + mm A 


Case (tit): a ‘‘ spontaneous” change in foreign lending or 
some similar financial transfer from A to B. The multiplier effects 
of a ‘‘ pure” case of primary disturbance due to a change in net 
foreign lending can be fairly quickly discussed. By a “ pure” 
case of this type we mean one in which there is not associated 
with the increased lending from A to B any “spontaneous ” 
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change in the demand for domestic or foreign goods either in 
A or B. People purchase securities in B’s capital market instead 
of in A’s capital market, and that is all there is to it. 

Table IV shows the multipliers which result from the applica- 
tion of these strict assumptions to the equations of Table I. In 
those cases in which neither country is adopting an Externally 
Balanced Economy (see rows (1), (2) and (4) of Table IV) there 
will be a change in the final balance of payments exactly equal to 
the primary change in net foreign lending and nothing else will 
alter at all. The reason for this is clear. The primary change 
in foreign lending does not itself directly cause any change in 
the demand for the goods of either country. There will be 
no forces causing any change unless the disequilibrium in the 
total balance of payments which results from the foreign lend- 
ing causes some country to adopt a “ policy ”’ change in its 
domestic expenditure or imports in order to restore an External 
Balance. 

In the case in which country B inflates its domestic expenditure 
and national income to bring about an increase of imports to 
preserve an External Balance, country A will also experience 
some rise in its national income as a result of the increased 
demand for its exports, if it has a Neutral Economy. (See row 
(3) of Table IV.) If country A has an Internally Balanced 
Economy, then country B, in order to preserve an External 
Balance, need carry its inflation less far, since A will deflate its 
domestic demand in order to prevent B’s increased demand for 
its exports from inflating its national income and this will reduce 
A’s demand for B’s goods and thus help to restore equilibrium to 
the balance of payments. Moreover, in this case since there will 
be no rise in A’s income there will be no “ induced ”’ increase in 
A’s lending abroad, even if y, >0. Indeed, if ma,+ mm, = 1, 
B will not in fact experience’ any net inflation of her national 
income. The inflation which she will carry out in her domestic 
expenditure to preserve an External Balance will be followed by 
a deflation in A to prevent B’s increased demand from affecting 
A’s income. But this reduced demand in A will just offset the 
increased demand in B as far as B’s income is concerned, if 
Tap + Tp = 1. (See row (5) of Table IV.) If both A and B 
have Externally Balanced Economies, there will be a deflation of 
domestic expenditure in A and an inflation in B. This will cause 
a deflation of A’s income and an inflation of B’s income, as shown 
in row (6) of Table IV, unless once more map + mp = 1, in which 
case the deflation of domestic demand in A and the inflation of 
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domestic demand in B will just cancel out so far as the national 
incomes of both A and B are concerned. 
Case (iv): a reparations payment is made from A to B, which 


represents a “ spontaneous”? financial transfer from A to B; but 
the raising of the revenue in A and its disposal in B causes a simul- 
taneous ‘‘ spontaneous ”’ decrease of domestic expenditure in A and 
increase of domestic expenditure in B. This is another case of 
combined primary disturbance, an event which simultaneously 
causes an increased financial transfer from A to B and a decrease 
of domestic expenditure in A and an increase in B. Now it is 
probable that in fact the ‘“‘ spontaneous ”’ decrease in domestic 
expenditure in A would be rather less than the reparations payment 
even if there were an increased tax revenue equal to the whole of 
the reparations to be paid, since some part of the revenue raised 
to make the payment to B would probably come out of savings 
rather than expenditure in A. Similarly, the “‘ spontaneous ” 
increase in domestic expenditure in B might well be rather less 
than the total reparations received from A. But for the purposes 
of simplification we shall assume that there is a reparations pay- 
ment to be transferred equal to L,, and that there is a “ spon- 
taneous ”’ decline in A’s domestic expenditure equal to the whole 
of this (—D,, = D,) and a “‘ spontaneous ”’ increase in B’s domestic 
expenditure of the same size (D,, = L,). On these assumptions 
the multipliers given in Table V can be derived from the equations 
given in Table I.* 

Table V has one quite outstanding feature, and we will 
confine our comments to remarking upon it. In every case ? 
(except where A has an Internally Balanced Economy) the 
payment of reparations by A will mean a deflation of A’s national 
income if 7; + m, <1, no change if a, + m, = 1 and actually 
an inflation if 7, + ms, > 1. In every case (except where B has 
an Internally Balanced Economy) the receipt of reparations by 
B will mean an inflation of B’s income if 7, + m, < 1, no change 
if 7s + ms, = 1 and actually a deflation if 7, +m, >1. In 
every case® (except where one or both countries have an Externally 
Balanced Economy) the transfer will cause an unfavourable 
movement in A’s balance of payments if 7, + m, < 1, no move- 


1 The reader can work out for himself from the equations given in Table I 
what the multipliers would be if it were assumed that only a proportion, k,, of 
the reparations caused a ‘‘ spontaneous”’ decline in A’s domestic expenditure 
(—D,, = k,L,) and that only a proportion, ks, of. the reparations caused a 
“spontaneous ’’ increase in B’s domestic expenditure (Dy, = kpL,). 

* Assuming in the special case of row (3) of Table V} that y, > 0. 
% Assuming in the case of row (4) of Table VI that ae, + mp < 1. 
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ment if 7s; +m, = 1 and actually a favourable movement if 
Tos + 2 > 1. Clearly the size of 7, + 7, is of crucial import- 
ance. 

A little reflection will show the reasonableness of the above- 
mentioned conclusions. We are assuming that the transfer L, 
causes @ primary decrease in domestic expenditure in country A 
of L, and a primary increase in domestic expenditure of country 
Balsoof L,. (1 — 74,)L, therefore represents the direct reduction 
in country A’s demand for country A’s goods and 7;,L, the direct 
increase in country B’s demand for country A’s goods, i.e¢., a 
total direct reduction in demand for country A’s goods of 
(1 — 7a; — 7,)L,. Similarly, there will be a total direct increase 
in the demand for country B’s goods of (1 — m,, — m,)L,. And 
there will be a direct decrease i: country A’s imports of z,,L, and 
increase in country B’s imports of 7,L,, i.e., a direct improvement 
in country A’s balance of trade of (7, + 7,)L,. If, therefore, 
Tas + Ts = 1, there will be an immediate change in the balance 
of trade equal to L, and no net primary change in the total 
demand for country A’s goods or for country B’s goods; and there 
will thus be no further repercussions on national income. And 
if 7a, + 7, were actually > 1, there would be direct improve- 
ment in the balance of payments of A greater than L, and there 
would actually be a direct net increase in the total demand for 
country A’s goods and a decrease in the total demand for country 
B’s goods, so that there would be a resulting inflation in country 
A’s income and deflation in country B’s income. And vice versa 
in the more normal case in which z,,; + m, < 1. 


VIII. Conctusion. COMPARISON WITH PROFESSOR MACHLUP’S 
“INTERNATIONAL TRADE AND THE NATIONAL INCOME 
MULTIPLIER ”’ 


I have to confess that I had worked out my formule before I 
read Professor Machlup’s admirable study on this same subject ; 
and in many respects I find that I have merely repeated his 
earlier work. I have nevertheless considered it worth while 
publishing my results for a number of reasons. 

First, Professor Machlup does not make room for State 
revenue and expenditure in his analysis, and he assumes away all 
secondary effects of changes in national income upon investment. 
I do not make such severely simplifying assumptions. But this 
difference is purely formal. If Professor Machlup’s factor s is 
defined in the same way as my factor A, this difference disappears. 
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But, secondly, there is a more important difference between 
his marginal propensity to import (m) and my marginal propensity 
to import (7). He relates the marginal propensity to import to 
the national income, whereas I relate it to what I have called 
domestic expenditure. He says that of any unit increase in the 
national income a proportion, s, will be saved, a proportion, c, 
will be spent on home-produced goods and services and a propor- 
tion, m, will be spent on imported goods, where s +c + m =1, 
I say that a unit increase in the national income will, as to a 
proportion A, not lead to any increase in domestic expenditure 
whether for public or private consumption or investment, and 
that of the increased expenditure (1 — A) a proportion (1 — =) will 
be spent on home-produced goods and the remainder z on imports, 
Thus, subject to the difference between s and A to which reference 
has been made in the preceding paragraph, Professor Machlup’s 
8s =A,c = (1 — A)(1l — a) and m = (1 — A)z. 

I claim an advantage for my notation. Professor Machlup’s 
notation suggests that a person who has more income decides 
whether to spend it on savings, home products or imports much 
as he might decide whether to spend it on apples, oranges or nuts. 
I divide the decision, I believe more realistically, into two parts. 
There is first the set of factors which determines whether an 
increase in the national income shall lead to an increased expendi- 
ture on goods and services or not. This decision depends upon 
matters such as the rate of direct and indirect taxes, State policy 
as regards the Budget surplus or deficit, rates of unemployment 
benefit and the sensitiveness of the demand for capital goods to 
an increased demand for final products, as well as upon those 
factors such as the rate of interest and the distribution of income 
which determine private savings. But when this decision has 
been made there is a second question whether the extra goods 
which are purchased for public or private consumption or invest- 
ment should be purchased abroad or at home; and here a quite 
different set of factors is at work, namely, whether home goods 
or foreign goods are “ inferior ” or “‘ superior,” whether they are 
complements or substitutes, whether the price relationship is 
favourable to imports or not, and what commercial policy is 
adopted. To relate imports to the total domestic expenditure 
and total domestic expenditure to the national income brings 
out this distinction. 

A third difference is to be found in the fact that I have tried 
to discuss the “ multiplier” problems of the total balance of 
payments and not only of the balance of trade. By allowing for 
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“induced ” foreign lending (in my terminology) as well as for 
“induced ” imports, I have tried to give a more extensive scope 
to the ‘‘ multiplier”’ formule. I have allowed everywhere as 
much for the effects of income changes on foreign lending as for 
their effects on trade. And this, as will be seen from the relevant 
equations, makes a substantial difference to the results. For 
whereas a unit of “induced” foreign lending has the same 
immediate effect upon the balance of payments as a unit of 
“induced ” imports, the ultimate effect is quite different because 
they have quite different ‘‘ multiplier ” effects within the country 
receiving payment and lead, therefore, to quite different foreign 
repercussions so far as the paying country is concerned. 

There remains the fourth and most substantial difference 
between Professor Machlup’s treatment and my treatment of 
these problems, namely, that Professor Machlup, like other 
authors on this subject, deals only with what I have called Neutral 
Economies. I have dealt also, wherever relevant, with the differ- 
ence made to the formule by assuming Internally or Externally 
Balanced Economies in either or both of the countries concerned. 
Indeed, the main point of the particular examples examined in 
Section VII is to underline the importance of these alternatives. 
The detailed application is bound to appear somewhat involved ; 
but the guiding principle is clear. Something happens in A 
(a depression or a shift of demand) to cause a reduction in the 
demand for B’s products. How will B react? Will she let her 
national income decline until a new equilibrium is reached with 
a lower level of employment but a somewhat reduced adverse 
balance of payment? Or will she reflate her national income, 
thereby exercising an inflationary pressure on A and exacerbating 
the balance of payment difficulty? Or will she take positive 
measures to carry her internal deflation to the point of removing 
entirely the strain on her balance of payments, thereby exercising 
a deflationary pressure on A? The multiplier technique is 
applicable in all three cases, though the results are very different. 
For each practical problem we must be careful to select the most 


appropriate assumption. 
J. E. MEADE 
London School of Economics. 











MORALE, MILITARY AND INDUSTRIAL 
I 


1. Mr. HERBERT Morrison has stressed the need for what the 
army calls ‘man management.” ‘It is quite wrong,” he said,} 
“ to think that the problems of twentieth-century industry mainly 
revolve round profits, or supply of fuels and materials, or mech- 
anisation. The number one problem of industry is how to en- 
courage and assist human beings engaged in industry to give all 
they are ready and eager to give if they are righly led and rightly 
inspired. The proper study of management is man.” In an 
earlier address? he said: ‘‘ Lord Montgomery gave more and 
more of his time as the war went on to human relations, and 
depended more and more on his staff to carry out tasks which 
used to be regarded as the business of the old style commander- 
in-chief. How far has industry got in swinging over from the 
conception of management as a financial and physical function to 
the conception of management as essentially leadership of men 
and women? I wish I could feel that we are going into this battle 
of the balance of payments as well trained and with as high a 
morale as we went across to Normandy.” Such observations 
suggest that it would be useful to set down one man’s impression ® 
of some of the influences that made for or against willing work in 
the war-time army; and to suggest some applications to work in 
civil life. 

2. Such an enquiry offers the interest of the comparative 
method, because in the war-time army men were at work without 
two of the usual spurs to effort: there was little or no wage- 
incentive, and there was no fear of the sack. It may be said 

1 In an address at Birmingham, reported in The Times of March 15, 1948. 

2 Also at Birmingham, reported in The Times of October 14, 1947. 

3 **' Whenever he (the economist) occupies himself largely with conditions 
and motives, the manifestations of which are not reducible to any definite standard, 
he must forgo nearly all aid and support from the observations and the thoughts 
of others at home and abroad, in this and earlier generations; he must depend 
mainly on his own instincts and conjectures; he must speak with all the diffidence 
that belongs to an individual judgment.’”’ (Marshall, Principles, Appx. C, § 6.) 
The present paper is based only on the experience of one officer, with one kind of 
unit, and is therefore both restricted in its field of view, and subject to the pre- 
judices of the observer. But friends of wider experience, military or industrial 


or both, have encouraged him to believe that his observations are fairly repre- 
sentative, 
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broadly that in war-time a soldier could earn more by working 
harder only if his harder work gained him promotion or enabled 
him to qualify as a tradesman. Both these steps brought him 
more advantages and disadvantages than a rise in pay alone, and 
neither provided any automatic connection between effort and 
earnings. In war-time, again, an unsatisfactory soldier was not 
dismissed the service. It is doubtful how far the absence of such 
a sanction was made good by the disciplinary powers given by 
military law. Certainly the presence of rules and punishments, 
even in the background, must have helped to make men feel that 
this was a place where you had to do as you were told. On the 
other hand, the legal form of disciplinary procedure meant that it 
could be directed only against specific acts; lack of zeal could 
not be made the subject of a charge; and though the thought of 
orderly room might enforce a direct order, it could hardly have 
made the difference, day in and day out, between good hard work 
and mere getting by.—If a civilian employer could not use any 
method of payment by results, or ever sack an unsatisfactory 
workman, what sort of output could he hope to get? <A study of 
the motives which played upon the daily work of the army should 
help to answer this question, and may confirm the effectiveness of 
motives whose working it is not easy to be sure of when more 
evident sanctions are present. 

3. The question about the civilian employer suggests that our 
enquiry may also have a topical interest, because the conditions 
supposed are not so far removed from some around us to-day. 
When tax falls fairly heavily on marginal earnings, and rationing 
prevents wage-earners from buying more of the things they want 
most, then payment by results must lose much of its power, and a 
general rise in rates may even cause the total of work done to fall. 
At the same time, at least so long as inflationary pressure accom- 
panies full employment, the sanction of dismissal counts for 
little, except with those against whom it would never be used. 

4. But it may be objected that the circumstances of an army 
at war are so different from those of peace-time work in civil life 
that there is really no common ground. The men are most of 
them conscripted, separated from their homes, paid a low cash 
wage, and not so much working as training to fight and then 
fighting. On the other hand, they are under military law, dressed 
in uniform, capable of being animated by esprit de corps, or patriot- 
ism, or fighting spirit. Neither the task, nor the motives bearing 
upon it, nor the way of life in which it is set, seems to have any 
close counterpart in civil life. 
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5. We can, however, take that part of a soldier’s life in which 
he is not in battle, but occupied, together with training, in work 
not unlike some kinds of work in industry. The gunner, for 
example, has his equipment to clean, lubricate and adjust; he 
may have field-works, sometimes extensive, to carry out—gun 
pits to dig, drain, revet, fit out and camouflage ; he has ammunition 
to stack, clean and sort. The tradesmen for the most part works 
at his trade, which may be a recognised trade in industry. The 
driver services and drives his vehicle. All arms have some equip- 
ment to maintain, and their own clothing and quarters or bivouacs 
to keep in order: work which will be regarded as trivial only by 
those who have never had to do it for themselves. Differences in 
the willingness with which such jobs as these were undertaken 
caused striking differences in the showing made by different units. 
They are jobs of much the same kind as are always being done in 
civil life. Most soldiers spent more days of their service on them 
than in battle. They went on day by day in the humdrum 
months and the long dragging years, after the tingle of novelty had 
died down, and the first flush of patriotism had ebbed. It does 
seem possible, therefore, to find much common ground between 
work in the army and in civil life, provided we take the soldier 
in denims rather than in battledress, and so keep to those parts of 
army life which are least affected by war-like excitement and the 
“ servitude et grandeur militaires.”’ 

6. There is bound to be one difference, however, in men’s 
attitude towards their work in war and peace, that must enter 
into all comparisons. The war is not expected to go on for ever. 
Men will put up “ for the duration ”’ with conditions they would 
not tolerate indefinitely, and “ getting shut of this lot ” is an end 
in itself. As at a fire, men will waive their own claims and accept 
a subordination they would otherwise resent, for the sake of 
organised action to meet the emergency. The great war aim was 
*« the right to go home ”’ : in effect, this was work that a man would 
throw himself into for the sake of getting out of it for ever as 
soon as possible. For this reason there must be a doubt how far 
the motives for work which will be taken up here would have 
carried men, if they had not had it in their minds all the time that 
some day it would all be over. On the other hand, the conditions 
in which they were working were in many respects, and especially 
through separation from home, more frustrating than those of 
civil life, and the special incentive may have done no more than 
offset the special hardships. We cannot say; but what is left in 
doubt is after all not whether certain motives to work did in fact 
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operate, but how effective they would have been by themselves, 
and we are concerned only with the former question. We shall be 
looking, moreover, not at work in special undertakings and 
campaigns mounted for striking objectives, where the thought of 
getting the war over and done with would operate forcefully, but 
only at daily and routine work. : 

7. It may be suggested that in patriotism there was another 
special influence. Certainly it could not be left out of any account 
of why men were willing to go to war at all. Like the thought 
that the war would not go on for ever, too, it may at all times 
have been an influence which made some men willing to waive 
their personal claims as they would not be in the ordinary business 
of life. But, in everyday work at least, it seems to have operated 
more as an underlying and unconscious acceptance of the rightness 
of going on, than as an active stimulus to do particular jobs. 
With the Englishman in arms, it is true, one might easily under- 
estimate its power: his hard-bitten cynicism, his lean and hang- 
dog look, his savage contempt for the high-falutin’, forbade 
the facile expression of patriotism, and sometimes suggested a 
disillusionment ripe for revolt; but an ally who was encouraged 
by this to criticise England would soon discover his mistake. 
That the sense most soldiers had of belonging to their country 
was so deep-laid and unquestioned as hardly to enter into their 
awareness, but left their minds free to keep their grievances 
uppermost, was perhaps the measure of its strength. But, for 
the same reason, it seemed to be, like good health, a general 
and permissive condition for work, rather than a motive. 
Without it, perhaps, work could not have gone on at all; but 
granted it was there, how much work was done day by day 
depended on more immediate influences. 


II 


8. In studying these influences, we shall take first those which 
raised the will to work. Of these, some acted on the soldier as an 
individual, apart from his membership of a unit and his relations 
with his fellows. The strength of the “ instinct of craftsmanship ” 
sometimes came out remarkably. The care which a despatch 
rider would lavish on his motor-bicycle, or a limber gunner on his 
gun; an artificer’s insistence on putting a finish on his work; 
the ingenuity of men put on to construct some “ mock-up ”’ or 
prototype: recollection provided many instances of the pleasure 
which men can find in work when they see its outcome and that 
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outcome can be identified as theirs. One purpose of “ putting 
the men in the picture ”’ was to give a visible form to the outcome 
of their work: to let them see what it was they were doing. 
Closely allied with pride in the product, was a man’s pride in his 
skill, and sense of the status which skill confers. The artificer’s 
motto “Ubendum, wemendum” showed his sense of being 
called in, like the doctor, when troubles were too great for ordinary 
mortals to cope with themselves. A skilled man’s touchiness 
about being expected to do work, even incidentally, which an 
unskilled man could do, may have been a recollection of trade- 
union practice, or have expressed his sense of the superior status of 
his own skill; perhaps it was both. Those who had no trades- 
man’s skill might show the same pride in their own attainments 
by a sudden and unforeseen outburst of didactic fury when they 
were put on to instruct novices. Some hardened sinner, well- 
known to the orderly room, detailed to take a group of the unin- 
itiated through the parts of the Bren gun, would fix them with his 
eye, and, between amazement at their ignorance and delight in 
his own mastery, keep them at their stumbling repetitions, until 
higher and more merciful authority released them. The passion 
to instruct (though not the art of instructing effectively) seemed 
fundamental in human nature. 

9. Pride, and hence satisfaction, in one’s work was fostered, 
even where no special skill was really needed, whenever a man 
had a recognised function in the community, and especially if that 
function was signalised by a title. A man might work hard at a 
distasteful task, if formally appointed to the office and title of 
sanitary orderly; the status of this function being marked by 
some minor exemptions from general duties. Perhaps the naming 
of the function seemed both to show that it was useful to the 
community, and to imply the presence of a “ mystery.” Such an 
attitude was strengthened if an inspecting officer said a word to 
the man on the responsibility of his work, and how the health of 
his comrades depended on him. In the same way, much enter- 
prise might be shown by a junior N.C.O. appointed Malaria Control 
Officer for his sub-unit. 

10. So far we have been considering influences on the soldier 
as an individual, but the last paragraph touched on his relations 
with his fellows, and we shall now consider those influences which 
seemed to work through the community. Of these none appeared 
more clearly than loyalty to a group. Ideally, this group would 
be small, not more than twelve in number. Its members were 
doing the same work together: for example, they might provide 
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the team responsible for maintaining and manning one gun, which 
was their totem. They spoke of the group as “the boys.” 
They had settled down together and got used to one another. 
They would back one another up and help one another out. 
They showed great tolerance to one another for any failings that 
did not mean disloyalty; and a slow-witted man who could have 
been teased would, in fact, be protected, and found the kind of 
job he could do. A good N.C.O., in command of this detachment, 
and living and working with them, was the father of the family ; 
he was the arbiter of their differences, and he gave a lead, but he 
did not have to give many orders. Working together, they would 
share out the tasks, and improvise to meet contingencies, without 
having to be told, and they displayed a cheerful, sociable, seem- 
ingly spontaneous activity. The importance of such a group to 
its members seemed to be sharply increased when the unit went 
overseas and they were cut off from ties of home. To get back 
to it, men who had gone to hospital, and saw relegation to a 
reinforcement unit ahead of them, might break out, sometimes 
before they were recovered, and thumb their way up the line 
again. To move men from one such group to another was a sur- 
gical operation, which the most bureaucratically minded superior 
soon found he had to undertake with care. Where loyalty to a 
small group was strong, it seemed to leave little room for feelings 
of attachment to larger bodies. The units, and even the sub- 
units, which made up the formal organisation, were not necessarily 
social units in the sense that there was much feeling of kinship 
among theirmembers. Men who would never rob a comrade would 
think nothing of stealing from another unit. Loyalty to one 
small group, indeed, sometimes seemed correlative to antagonism 
to or contempt for others. The detachment serving one gun 
would have its jokes about something that had happened in the 
next pit; but this was as nothing to the incompetence or neglect 
credibly reported of the other half of the same battery; while no 
scandal was too shocking to be believed of other batteries in the 
same regiment. Such phantasies indicated the pride the group 
took in its own skill and zeal. 

11. In such conditions, competition between groups was a 
powerful motive. But it seemed that such competition was a by- 
product of group loyalties, rather than something attractive 
enough in itself to make men join teams for the sake of taking 
partinit. The success, that is to say, of any plan to use “ socialist 
competition ” as an incentive to work appeared likely to depend 
on whether the teams intended to compete were already live 
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groups receiving the active loyalty of their members, or only 
operational sub-units between which it was convenient to make 
comparisons; and on whether these teams were in contact with 
each other and therefore opponents in flesh and blood, or only 
the unseen sources of scores reported on paper. 

12. A great economy of effort could be achieved if the opera- 
tional or administrative sub-unit could be made to coincide with 
the group. In effect, this meant giving the group a job and 
leaving them to get on with it. An example may show what was at 
stake. Ata gun position, every place in action had to be covered 
by a man at readiness throughout the twenty-four hours: so 
many men at each gun, so many in the command post and at fire 
control instruments. One way of making sure that every place 
was always covered while at the same time each man got his fair 
share of time off duty, was to work out a “‘ manning detail” 


showing by name the man who was to fill each place for the period 
covered. Another way was to constitute a group out of which 
each gun team and the like was to be provided, to keep this group 
intact, and to leave the N.C.O. who commanded it to work out his 
own roster. The first method could take account of every casualty 
which was known at the time of the detail being made out; it 
left no doubt about who was responsible for filling a given post; 


carefully used, it could equalise the shares of duty and rest 
throughout the Troop, and make the most economical use of man- 
power. But it did not work if some actual casualty was unknown 
or overlooked when the detail was made out, still less could it 
take care of those occurring afterwards. The second method 
would work only if the Troop Commander trusted his N.C.O.’s 
to maintain full teams at readiness and deal fairly with their men, 
and if the men were willing to accept some inequality from time 
to time in the incidence of duty and rest between different groups. 
But if these conditions were fulfilled, this method did avoid the 
difficulties to which the first method was exposed, because it 
devolved the executive function to the point where the problem 
arose. For this reason, too, it gave men more interest and 
security. Whether they were on or off, was something within 
their reach, and open to argument if they had a grouse about it; 
not a ukase from above. The N.C.O. in command of a group 
could do what was needed as the need arose, and could not be 
frustrated by lack of orders, or wrong orders, due to higher 
authority not being in touch, as he was, with the problem on the 
spot: a frustration which made for a spirit of ‘‘ I couldn’t care 
less.’” Members of the group, having a problem in their own 
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hands, might make a good suggestion which would not have been 
heard of otherwise, or offer to do something extra which they 
would have resented being ordered to do. They would make 
arrangements among themselves to meet minor contingencies—for 
example, to relieve a man who was feeling poorly: “I'll stand 
in for him, Sarge.” 

13. The influence of the group depended greatly on its leader. 
This working of leadership appeared as a general principle of 
social interaction, and was by no means a matter of strong person- 
ality alone, but came out also when the man at the head of the 
group was weak. In either case a process of imitation or infection 
set in, and the quality of the whole group approximated itself to 
that of its head. This was recognised in the army by the sayings 
“Fish goes bad from the head ” and “ There are no bad soldiers, 
only bad officers.” Sacking the major because the cook-house 
was dirty did not merely serve “‘ pour encourager les autres,” but 
would often be getting to the real root of the trouble. Where 
the head combined high personal quality with the power of com- 
mand, that is, the gift of making others accept his orders without 
question and want what he wanted, then the influence of leader- 
ship was at its highest. But even where that influence was weaker, 
there still seemed to be in the group an unconscious appreciation 
of what its leader himself really wanted, and this might be under- 
stood better than he understood it himself: so that a mild and 
quiet-spoken man who had high standards for himself might be 
surprised to find himself regarded as exacting, while a fire-eater 
who didn’t really bother could but come and go as the whirlwind. 

14. What has been said about the principle of unconscious 
imitation needs qualification in two ways. First, it seemed that 
a well-knit group could “ carry’ a weak leader, at least at the 
lower levels of command, and provided that the group liked him 
asaman. Once a group had attracted the loyalty of its members, 
and they had become used to working together in certain ways, it 
acquired a gyroscopic stability, and could carry on without pro- 
gressive loss of efficiency, though no doubt it was not so efficient 
as it would have been if better led. A second qualification lies 
in the different influence of personal and impersonal authority. 
In one Troop it was noticed that when the daily orders on the 
board included an order requiring some immediate action by the 
men—a change, perhaps, in the way of cleaning web equipment— 
they did take action, albeit with curses, if the commander from 
whom the order came down was known to them personally, but if 
he was not, they did nothing about it until it was repeated to them 
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by their own officer. Commanders differed widely in their gift 
of the personal touch, of making their personalities felt by those 
far removed from them down the line of command. The more 
clearly an officer was seen and known as a man, the greater his 
power of command. 

15. So much for the spirit of the small group. A more 
general influence was the state of discipline. Lord Wavell has 
defined discipline as ‘‘ teaching which makes a man do something 
which he would not, unless he had learnt that it was the right, 
the proper, and the expedient thing to do. At its best, it is 
instilled and maintained by pride in oneself, in one’s unit, in one’s 
profession; only at its worst by a fear of punishment.” ! It 
will be noted that this definition makes discipline a matter of 
teaching and not of authority and force; but it is “ teaching 
which makes a man do something,” that is, it is a pattern of 
behaviour which has been instilled into him so that he no longer 
thinks of acting otherwise. Such teaching was given through 
drill and weapon training, but perhaps more powerfully, if 
indirectly, through the very pattern of the day in a unit where for 
everyone orders were orders, and things were not done “ rather 
more or less.””’ There seemed to be three elements in it at its 
best : the training itself, the response of the man to it, and the 
esprit de corps. The training gave reasons for what was done, 
but was also a drilling, in which repetition moulded habit. The 
man, however, was not an automaton merely : what was taught 
appealed to his commonsense and self-respect, and he accepted 
it as ‘‘ the right thing to do.”” In a unit which prided itself on 
its standards, and the outward and visible signs of them, personal 
acceptance of teaching was supported by the strong force of 
social conformity : to do this was “ the thing ”’ which all the right 
sort did, to do otherwise marked you out as a fool or an outsider. 
*‘ Spit and polish,”’ in reason, served a double purpose here, as a 
practical exercise in the difficult art of getting things exactly 
right, and as showing in smartness of turnout a unit’s pride in 
itself. Discipline, in this sense, included doing what you were 
told, but was a more complex product, and fostered a more 
resilient temper, than “ the ingrained habit of instant and un- 
questioning obedience to orders.” It was not incompatible 
with, indeed strengthened, initiative. It meant that men, 
whether under the eye of authority or not, would feel that a 
certain standard was expected of them, indeed that they expected 


1 In “‘ The Soldier as Individual,” reprinted in The Good Soldier (Macmillan, 
1948), p. 45. 
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it of themselves: that things should be seen to, and kept in 
order, that jobs should be done thoroughly and finished off smartly. 
Among the factors making for willing work, this must stand high. 
It is, indeed, more than a factor, it is a type of man and a way of 
life. The full achievement of it can only be the product of good 
material, skilful handling, and time. 

16. Another general influence was the state of confidence. 
The trust men had in their leaders; their consciousness of the 
support of folk at home; their knowledge of the quality of their 
equipment, and of the strength of supporting arms; the success 
of recent operations locally; news of the progress of the war 
elsewhere : these things affected men’s spirits and so their appetite 
for work. This was still true, despite a keen nose for propaganda, 
and violent allergy to the pep talk. Perhaps these sceptic qualities 
served to prevent too much volatility, and checked the fall no 
less than the rise. But some differences in confidence there were 
from time to time, and however general and diffuse the influence 
of the higher state may have been, there could be no doubt of the 
inhibiting effect of the lower. “To lose heart,” after all, is 
almost synonymous for “ to do less.” 


III 


17. After the influences which made for willing work, we may 
take some which pulled the other way. Two reasons for with- 
holding effort stood out as depending on the relation in which a 
man felt he stood to those in authority. Of these the first seemed 
to be rooted in a sense of insecurity. A man would seem to sus- 
pect that doing more than he was obliged to would be a sign of 
weakness, a concession which would quickly be followed by 
demands for more. There was no conscious antagonism to 
authority here, or concerted resistance; but a man seemed to 
take it for granted that to keep his own end up he must hold back, 
and avoid giving what was hoped for from him. Those who did 
work keenly would be looked on not so much as blacklegs as 
dupes—‘‘ You'll learn, chum.” The underlying process may 
have been one of reaction to a sense of helplessness, a fear of being 
pushed around by a powerful and inconsiderate system. Feeling 
liable to be got at, a man would dig his toes in: “‘ You may push 
me, you may shove, but I’m danged if I’ll be druv.” If he had 
felt he had some voice in his own destinies, or if he were assured 
of being treated justly and having a fair hearing for his complaints, 


then perhaps he would not have felt the need to talk; but as it 
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was, his feeling seemed to be, “‘ If you claim the right to order me 
about, very well, if something needs doing you can give me an 
order.” That reaction appeared explicitly in a man who felt he 
had been interfered with by the orders of an officious superior in a 
job which he should have been left to get on with in his own way. 
Less consciously, it may haveunderlain the passivity and unwilling- 
ness of those who felt insecure before an authority which was 
liable to move them about arbitrarily. One symptom of this 
insecurity was perhaps the morbid touchiness which some men 
showed about anything, however trivial, which might savour of 
discrimination or inequality. This might be accounted for simply 
by jealousy; but there seemed also to be this train of thought, 
that if I accept another man’s being treated differently from me, : 
even if my own interests don’t directly suffer by it, I have sold the 
pass, Ihave admitted that men can be treated separately and there- 
fore arbritarily and not solely by acommon rule. When the time 
came for release, the stress which men laid onall thosein the same age 
and service group being treated alike was plain to see. So much 
was this so, indeed, that to one observer at least it seemed that if 
men had been given the choice of two schemes, in the first of which 
they themselves would be released in March while others of the | 
same group would get out in February, while in the second all 
in the group would get out at the same time, but not till April, 
many of them would have chosen the second. The reasoning 
underlying this would have been, if you once admit that one man 
may be treated differently from another in the like case, what 
security has any one man got that he will ever be released at all ? 
In a different way, it may have been the same reaction to in- 
security that was revealed when men expressed a preference for a 
unit with strict discipline, because ‘‘ you knew where you were 
with them.” If you came on parade improperly dressed, you 
would certainly be put on a charge, but no less certainly you 
could count on your pass when your turn came round in the leave 
roster. In the same way, a man wishing to pay tribute to a good 
officer might take it as the first thing to be said, that he was fair : 
justice being looked for above all else in the superior, as the 
guarantee of security to the subordinate. 

18. The second reason for withholding effort was closely con- | 
nected, and seemed to lie in a sense of cleavage between “us” 
and “them.” Those who felt in this way did not for one moment 
regard themselves as partners in the enterprise of a nation, at war 
or at peace. To say that they had the vote, and the government | 
had been returned by the voters, was merely ludicrous to them, 
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for whom it was clear that the country was run solely by people 
they did not specify but found it self-evident to call ‘“ they.” 
This attitude seemed to correspond to an underlying sense of 
personal weakness rather than to any social creed. ‘ They” 
were not the bosses, the idle rich or the brass hats; if any identi- 
fication were needed, they were “the big boys”’: the powerful 
ones, the ones on the inside, the big shots with education, who have 
the know-how and run the country. The attitude towards 
“them ” was ambivalent accordingly. On the one hand, “ they ” 
had the knowledge and the power, and therefore the responsibility : 
it was their job to see that everything went well, and their resources 
were unlimited. But, on the other hand, “they” might be 
incompetent, or just not care, and you were a pawn in their hands. 
The attitude was that of a child towards a parent who was all- 
powerful and yet might fearfully disappoint. It corresponded to 
this, that a man who felt in this way was genuinely unable to see 
why he himself should be called upon for any sacrifice. Since 
society was controlled by others without regard to him and his 
feelings, what duties could he owe to it? And since “they” 
were all-powerful, why could they not manage things without 
dragging him into it? Thus it was that some conscripts, though 
they did not seem to have any doubt that Hitler had to be de- 
feated, and themselves might come from heavily bombed districts, 
still seemed to remain genuinely shocked and indignant that they 
should have been called up, and actually taken away from their 
homes and jobs. The implication was that “they ” should have 
been able to stop Hitler without this arbitrary interference with 
a man’s private life and earnings. “‘ Why pick on me?” The 
question “‘ If you and I oughtn’t to be doing this job, who should 
be?” was likely to be met with the answer that it all need never 
have happened if “they ”’ had wanted to stop it. A man who 
felt like this was evidently not a member of a team. He was 
living in a world over which he had no control nor share in control. 
Those who did control it could keep it in order without calling on 
him, if only they were not incompetent or indifferent. As it was, 
he had been carried off by the press gang, to help “ them” do 
what was their job and not his. Let them get on with it. The 
attitude described here in its chemically pure form was scarcely 
found in practice except in combination with other attitudes, by 
which a man was drawn towards membership of the community 
in which he now found himself; but it did seem to be a frequent 
source of apparent irresponsibility, of failure to recognise the 
claim of the job. 
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IV 


19. The object of this study has been, by examining some of 
the ways in which men worked when they did not have wage- 
incentives or the sanction of dismissal, to reveal the operation of 
factors whose effects, if any, it would otherwise be hard to dis- 
entangle. So far as the action of any such factors has been 
brought out, some reason has been established for believing that 
the policy which makes the best of them is itself really effective, 
even when it cannot be proved so by separate measurement of 
its results. 

20. One who accepts the findings of this study as somewhere 
near the mark will therefore approach the problem of willingness 
to work in civil life with certain expectations, though also with 
awareness of the difference in the settings. The most general of 
these expectations is that the non-monetary motives for working 
are in fact powerful. No one who has experienced the way in 
which men could and often did work in the army can regard it as 
hard-headed and realistic to say, that when you have cut out 
transient emotions and high-falutin’ principles, all that really 
matters to the worker is his wage-packet. Of course this does 
matter, but it seems to be only part of what matters. A job 
cannot be regarded only as so much work to be done for so much 
money, but must be seen and handled as a social situation in which 
there are many relations between the worker, his mates, his 
supervisors, his home and his pay. Influences other than the 
wage-incentive seem likely to be not merely propitious, as estab- 
lishing the sort of climate in which the wage-incentive can take 
hold, but themselves as strong as, or sometimes even stronger 
than, the wage. Nor will it seem likely that the effectiveness of a 
wage-incentive system can be considered apart from the social 
setting into which it is to be introduced, and how the way in 
which it is introduced affects that setting. 

21. Another inference is that human relations are vital to 
efficiency, and have a first claim on the attention of management. 
On this view, every one who is in charge of any group of workers 
must be judged by his ability to handle men as well as by his 
technical attainments. Such ability cannot be thought of as 
innate, or to be picked up as one goes along, but needs training 
specially planned and provided to develop it. One of the first 
jobs of top management appears as keeping personal touch with 
all ranks under command ”’; and this is no less important than 
financial and technical administration—indeed it is a special 
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function of the man at the top, as distinct from his staff. In the 
same way, the state of discipline of a business seems to call for 
no less planned action than its equipment and lay-out: what 
measures shall be taken for the induction and training of entrants, 
for fostering pride in the firm and the job, and for instilling the 
habit of giving and expecting nothing but the best ? 

22. To these general reflections we may add some illustrative 
detail. (i) A man can hardly take a pride in his handiwork if 
his job gives him little scope for skill, other than repetitive dex- 
terity; or if it is only one of a sequence of jobs on the same 
material, so that he cannot point to any product as hisown. But 
these obstacles may be overcome to the extent that one can dis- 
play the margin of skill left in the job—for instance, by records 
of stoppages, or waste, or rejects—and make it clear that such 
skill is appreciated. Again, to provide information about what 
products are being made and what output is being achieved gives 
everyone concerned the power to point to something as the thing 
he makes : this seems to be one of the purposes of “‘ putting them 
in the picture.” However mechanised and repetitive the job 
one worker does, the product of the whole team of workers is still 
bound to be a craft product, and a worker can feel himself a 
craftsman to the extent that he identifies himself with the team ; 
so that all measures which foster a sense of his being a necessary 
member of the team, also give him more scope to feel pride of 
craftsmanship. (ii) ““ Putting them in the picture ” seems likely 
to do good also on other grounds. By showing the concern of 
those at the top to let everyone know what is going on, and 
especially by stating the reasons for orders or changes, it shows 
that the managers are thinking of the worker as a human being 
and not as a hand paid to do a task whose purpose is not his 
concern. It therefore seems likely to help to reduce that anxiety 
about being treated inconsiderately and impersonally, which it 
was suggested caused insecurity and the holding back of effort. 
In this respect, giving information may be worth while even though 
when the “ gen ” is there not many workers take much notice of 
it. By helping workers to feel that they are “in the show,”’ it 
may also help to break down the assumption that it is “ they ” 
not “ we ” who are responsible for what is being done. (iii) Pride 
in status is supported in various ways. There seems to be virtue 
even in a name: the change from “rat catcher” to “ rodent 
operator,” though barbarous in one way, may mark a sense of the 
importance of the post, and so the heightened responsibility of the 
man who holds it. The professional—that is, the interested and 
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responsible—attitude towards a job, may grow as that job becomes 
recognised and named as a distinct function. The development 
of instructors in Training Within Industry may help in this way, 
Where status cannot be given to jobs, it may attach to experience 
and length of service, and the publishing of pictures and bio- 
graphies of workers seems useful here. 

23. (iv) The feelings which centre upon “ pride of unit ” and 
smart turnout in the army may have some counterpart in civil 
life, in satisfaction derived from the reputation of a firm and the 
cleanliness and brightness of its grounds and buildings. It seems 
likely that attention to the latter, as the outward and visible sign 
that ‘‘ we do a good job here,”’ will increase the satisfaction which 
the worker finds in his job, even when it makes no difference to 
his actual working conditions. (v) Some branches of manu- 
facture may offer a choice between organising departments 
according to process or according to product: each process may 
be concentrated into one department, or the department may be 
set up to contain most of the processes which go to the making of 
a given assembly or product, even though this means that the 
same process will now be carried on separately in several depart- 
ments. The experience reported here gives some reasons for 
expecting the latter to be the method -vhich will suit human 
nature best; though the technical economies of concentrating 
processes may often be too great to allow of it. Under it, the end 
product is within sight of those engaged on particular processes, 
who thus have more chance to feel that they are really making 
something, instead of only going through certain motions. Those 
engaged in the various jobs can see how these fit—or sometimes 
fail to fit—into one another, and may develop a team spirit. The 
frustration of being held up by other people’s shortcomings is 
avoided so far as the supplies of components or the links in a chain 
of processes are brought together for one team to maintain, 
making its own internal adjustments as necessary. The depart- 
mental leadership is given more executive freedom and less chance 
to put the blame on someone else. (vi) The great value which 
men attach to fairness in those over them suggests the great im- 
portance of the judicial frame of mind at all levels of management, 
in all issues which arouse men’s feelings of equity. No one wants 
to be unjust, and what comes up for comment here is not the 
virtue of justice, but the way in which the evident intention to 
rate justice very high may affect men’s will to work. That inten- 
tion is shown by willingness to take much trouble over individual 
cases, even where the amount at stake is small; and by giving 




















1949] MORALE, MILITARY AND INDUSTRIAL 55 





special weight to equity, where that conflicts with other grounds 
of an executive decision. Such scrupulousness may be expected 
to reduce men’s insecurity, and so release their energies from self- 
defence. Recent suggestions for explicitly recognising the judicial 
function of management, and providing a distinct body to exercise 
it or advise on its exercise, are on this account to be welcomed. 

24. A final reflection must be stated briefly. Experience of 
how much enjoyment and satisfaction men can find in their 
working life when their “ real income,” or “ standard of living,” 
as we economists would measure it, is very low, suggests 
a doubt whether we are not missing a good half of the target 
altogether, when we take the end of policy to be the maximising 
of a welfare which begins only when work stops. 


E. H. PHetps Brown 
The London School of Economics. 











THE PROPORTIONAL PERSONAL-INCOME TAX AS AN 
INSTRUMENT OF INCOME CREATION 


Many economists believe that deficit spending is a more 
powerful means of income creation than is taxation in general.! 
Comparison between these two methods, each of which includes 
a wide variety of possibilities, is not conclusive. There are at 
least several situations in which the opposite conclusion is correct. 
This paper establishes the income-creating power of the pro- 
portional personal-income tax and indicates when this tax is a 
more powerful force than deficit spending. The problem here 
considered is how to fill a constant deflationary gap and to main- 
tain a satisfactory level in income for the long run. The solution 
presented in this paper is that deficit spending minimises the 
government outlay for the short run, and that the proportional 
personal-income tax may do so in the long run. 

The development of the argument falls into three stages. 
First, the income-creating power of the proportional personal- 
income tax must be established for all degrees of elasticity in the 
demand and supply curves of saving and investment in the long 
run. It will be demonstrated that a tax outlay which may vary 
depending upon the shapes of these curves, but which no matter 
what their shape remains fixed, can close the given deflationary 
gap. Second, the government outlay which is necessary under 
continuous deficit spending is set forth. In the short run the 
current government outlay will be seen to equal the current 
deficit which closes the gap, because the interest charge on the 


1 G. von Haberler, ‘‘ Some Observations on the Murray Full Employment 
Bill,’ Review of Economic Statistics, August 1945, pp. 106-9. 

Alvin H. Hansen, Fiscal Policy and Business Cycles, New York: Norton, 
1941, pp. 179, 182-3. Economic Policy for Full Employment, New York : McGraw- 
Hill, 1947, pp. 188, 282. ‘* Three Methods of Expansion through Fiscal Policy,” 
American Economic Review, vol. xxxv, no. 3, June 1945. 

Seymour E. Harris, National Debt and the New Economics, New York : McGraw- 
Hill, 1947, pp. 100, 101. 

Richard A. Musgrave, ‘‘ Fiscal Policy, Stability, and Full Employment,” 
Public Finance and Full Employment, Washington : Board of Governors of the 
Federal Reserve System, 1945, p. 12. 

Paul A. Samuelson, ‘‘ Simple Mathematics of Income Determination,” 
p. 146, and Robert L. Bishop, ‘‘ Alternative Expansionist Fiscal Policies, a Dia- 
grammatic Analysis”? (pp. 317-40). Income, Employment and Public Policy, 
New York: Norton, 1948. 

Paul A. Samuelson, Economics, an Introductory Analysis, New York : McGraw- 
Hill, 1948, p. 443. 

All of these authors tail to distinguish adequately between the short-run and 
the long-run aspects of this problem, 
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growing debt is a negligible sum. In the long run, however, the 
mounting interest cost raises the total government outlay con- 
tinuously. Third, comparison between these methods is possible 
and will show that deficit spending requires the smaller outlay in 
the short run and that the proportional income tax may involve the 
smaller outlay in the long run. 


I 


To establish the income-creating power of the proportional 
income tax, it is necessary to measure the deflationary impact of 
the tax and to show how this reaction is more than offset through 
the creation of credit. All forms of income creation rest upon the 
expansion in money. Measurement of the deflationary impact of 
this tax in relation to its income creation is possible by means of 
the formulation of the results of the proportional tax in a specific 
situation. This happens to be so placed that the income-creating 
power of the tax in all positions of the determinants may be 
gauged from this one formula. 

This unique situation, in which measurement of the income 
creation of the proportional tax is possible, depends upon several 
assumptions. (a) The short-run deflationary aspects of the tax 
which disappear in time are offset by temporary deficit spending. 
That is, the discontinuity between tax receipts and outlay, the 
uncertainties of the initial impact of the tax and the over-estima- 
tion of its depressing effect are counterbalanced at the outset by 
deficit spending; so that the satisfactory level in income is main- 
tained while the taxing programme is going into operation. 
Under this assumption no further deflation in addition to the 
initial gap develops by means of the multiplier. (6) All the 
determinants remain fixed after the initial deflationary gap has 
been foreseen. That is, the new positions of the consumption 
function and the schedules in saving and investment remain 
constant.1_ (c) The schedule in the marginal efficiency of invest- 
ment is assumed to have an elasticity of unity throughout. This 
makes the formulation relatively simple. (d) The supply schedule 
of saving and investment is assumed to be infinitely elastic over 
the relevant range. Infinite elasticity in the supply schedule, of 
course, means that the banking system can expand credit at the 


1 This assumption is necessary methodology because measurement of the 
impact of the tax would be impossible if the consumption function and the 
schedule of saving and investment were free to shift on their axes. This does not 
imply that these schedules remain unchanged in reality, for it is well known that 
there is a secular rise in consumption and cyclical fluctuations in both consumption 
and investment. Of course, the theory of deficit spending is based on the same 
assumption. 














58 THE ECONOMIC JOURNAL [MARCH 


equilibrium price net after tax without developing a bottle-neck. 
These last two assumptions enable us to measure the amount by 
which the tax reduces investment as well as the increase in credit 
which flows into the space made available by the decline in 
individual saving. Deficit spending also rests upon the elasticity 
of bank credit. (e) The collection and expenditure of the tax 
take place in the same income period. This assumption enables us 
to include in the formulation the tax outlay together with the 
decline in the consumption of taxpayers and the reduction in 
investment. (f) There is the final assumption that the economy 
is sufficiently mobile to adjust to the tax outlay. As will be seen 
later in this section, the tax outlay must be either consumed or 
devoted to expanding private investment, depending upon the 
elasticity of the marginal efficiency of investment, and the factors 
of production must be free enough to follow this outlay. After 
all, this is also necessary for deficit spending. 

Let us now formulate the income-creating power of the pro- 
portional personal-income tax in this unique situation as deter- 
mined by these assumptions. Let the satisfactory level in income 
before the appearance of the deflationary gap be Y and the gap be 
g. Then the level in income would fall to Y — g in the next 
period if the gap were not closed by a temporary deficit. Will the 
imposition of the proportional-income tax make the deficit un- 
necessary? Let the tax rate be t, and so the receipts are tY. 
This reduces the consumption of taxpayers along the consumption 
function. Let AP be the average propensity of individuals to 
consume which is correlated with the income level, Y, and let mp 
be their marginal propensity. 

The question now arises, what is the impact of the proportional 
tax upon investment? The answer is in two parts. The result 
of the tax upon the supply price of investors must be calculated, 
and then the profitable investment estimated. The previous 
assumptions make the answer possible. 

As regards the impact of the tax upon the supply price of 
investors, investors raise their price sufficiently to cover the tax.? 
Thus they receive the same return net after the tax as before its 


1 The apparent unreality of these last two assumptions is mitigated for the 
present analysis because this paper stresses the long-run adjustments. 

2 There is no need for investors to invest, and if the expected return does not 
cover the elements in their supply price they can hoard the funds. The later 
argument, furthermore, is strengthened by taking the most deflationary impact 
of the tax. If the argument is correct for this situation, it is even more correct 
should investors not raise their supply price to cover the tax. Report of the 
Committee on National Debt and Taxation, The Right Hon. Lord Colwyn, chairman. 
London, 1927, pp. 130-1, 144, 150-1, 158-61, 169. 














1949] THE PROPORTIONAL PERSONAL-INCOME TAX 59 


imposition. Since the supply schedule is infinitely elastic, the pro- 
portional tax raises the schedule equally over the relevant range.’ 
Let j be the normal-supply price of investors before the tax, and 


e be the gross return after the tax. It follows that e = a 


1—ft 

By hypothesis the schedule in the marginal efficiency of invest- 
ment has an elasticity of unity, which means that the multiplica- 
tion of the supply price and the related investment is always a 
constant. The rise in the supply price of investors which results 
from the tax causes an equal and opposite change in investment. 
Thus investment after the tax is (1 — t)(Y — APY). 

It is now possible to list the components of the national 
income after the tax has been imposed. These items are: the 
consumption of taxpayers, the profitable investment and the tax 
outlay, which of course must entirely enter the income stream as 
does a current deficit.‘ 

The expression tY(AP — mp) states the income-creating power 
of the proportional tax under the given assumptions. When this 
expression is equivalent to the deflationary gap, the level in 


1 See diagram page 64. The tax raises each supply price the same amount, 
as is indicated by the dashed line. If MN had a positive slope then the dashed 
line would have an even steeper slope, and the supply prices would be raised 
by different amounts. 

2 The gross return equals the normal price plus the product of the tax and the 
gross return: e = j + et. 

* Before the tax the supply price is j and investment Y — APY. After the 


so that the latter must change to (1 — #) 





tax, the former becomes i Z. ; 
(Y— APY). Their product is still the same. 

‘ There are two ways in which the deflationary gap can appear, as a decline 
in either consumption or investment. The consumption function or the schedule 
in the marginal efficiency of investment may drop; we must formulate the income- 
creating power of the proportional tax for both these possibilities. Let AP 
be the average propensity of individuals to consume before the appearance of the 
deflationary gap. When the consumption function shifts down, let the average 
propensity fall to AP,. The result of the proportional tax may be written as 
follows. The consumption of taxpayers is AP,Y — mptY, and investment is 
(l1—t)(Y — APY). By adding the tax cutlay, tY, to these items, we have the 
result of the tax as Y + AP,Y — APY +tY(AP — mp). The deflationary 
gap is the excess of APY over AP,Y; and when tY(AP — mp) equals this 
difference the gap has been closed. 

When the gap is the result of a fall in the schedule of investment, let g be the 
declinein investment. Investment before the appearance of the gap is Y — APY, 
and afterwards is Y — APY —g. The result of the tax is written as APY — 
mptY, which is the consumption of taxpayers; ¢Y, the tax outlay; and (1 — #) 
(Y — APY —g). This reduces to Y + tY(AP — mp) + tg —g. When the 
middle two items equal the last one, the deflationary gap has been closed. 

Since a comparison of these expressions indicates that the proportional tax 
is a somewhat less-powerful instrument of income creation when the consumption 
function declines, than when the investment schedule falls, the argument proceeds 
in terms of the less powerful expression. 
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income is satisfactory and the current deficit has been done away 
with. The question still remains, how was the necessary credit 
expansion brought about? The answer lies in the difference 
between the saving of individuals after the payment of the tax 
and the profitable investment which yields a return high enough 
to cover the tax. In other words, the tax reduces individual 
saving more than it does investment. There is room for the 
profitable expansion of credit at a price which covers the normal 
return in addition to the tax. If this argument is correct, the 
resulting credit expansion should equal the above expression for 
the income creation. Formulation of the difference between the 
profitable investment and individual saving after the imposition 
of the tax shows the two to be the same. 

Now that the income-creating power of the proportional income 
tax has been established under the given assumptions, it is possible 
to broaden the analysis to include all degrees of elasticity in the 
demand and supply schedules of investment. In doing so, the 
reasons why the foregoing special case was called unique will 
become apparent. It is unique in two respects. First, this case 
serves as a convenient measure of the income-creating power of 
the tax in all other positions of these schedules; and second, it 
shows that the tax outlay must be devoted to expanding private 
investment when the schedule in the marginal efficiency of invest- 
ment has an elasticity greater than unity. Each respect is im- 
portant and must be explained separately. 

Let us now remove the assumption that the supply schedule of 
saving has an infinite elasticity over the relevant range. As the 
schedule becomes less elastic its slope becomes steeper, and a 
given proportional income tax raises each supply price by a 
constant multiple, 7.e., a different absolute amount. The increase 
in the supply schedule which the tax brings about causes the new 
schedule to be more inelastic than the old. Therefore, the more 
inelastic the supply schedule excluding the tax, the less is the 
decline in investment which a given tax causes. The income- 
creating power of the proportional income tax is therefore greater 
the more inelastic the supply schedule.” 


1 The profitable investment after tax is (1 — t)(Y — APY). Individual 
saving after tax equals available income minus consumption. Available income 
is Y — ¢Y, and consumption after tax is AP,Y — mptY. The credit expansion 
equals (1 —t)(Y — APY) —[Y —tY —(AP,Y —mptY)]. This reduces to 
AP,Y — APY + tY(AP — mp). 

2 See diagram on page 64. As M approaches the X axis, MN still passing 
through the equilibrium point with the demand schedule, the dotted line falls 
more rapidly and has a steeper slope than MN. Hence its intersection with the 
demand schedule lies to the right of its intersection when MN is horizontal. 
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In other words, the supply schedule gives the prices at which 
saving is forthcoming and by how much these prices must be 
increased to cover a given proportional income tax. When these 
prices are low the tax does not raise them very much. This 
means that the marginal efficiency of investment need not be 
raised a great deal to cover the tax. Hence the difference between 
the saving out of available income as determined by the consump- 
tion function and the profitable investment is larger, and the 
banks expand more credit than when the supply prices are high. 

The foregoing analysis of the supply schedule has dealt with 
all degrees of its elasticity from infinitely elastic to absolute 
inelasticity. The question at once arises, Can the schedule have 
a negative slope? The answer is that a negative slope is im- 
possible under assumption D in which the banks can create all 
the necessary credit at the equilibrium interest rate net after tax. 
This means that if the supply price of individuals should rise with 
a decrease in available income, bank credit would flow in to fill the 
gaps between the profitable investment net after tax and avail- 
able savings. Thus the foregoing analysis covers all possible 
slopes in the supply curve of savings. 

Let us next remove the assumption that the schedule in the 
marginal efficiency of investment has an elasticity of unity. It 
may, of course, be more or less elastic. When the schedule has 
an elasticity less than unity, a given proportional income tax 
reduces investment less than when its elasticity is unity. The 
reason for this reaction lies in the concept of inelasticity. It 
means that for a given reduction in investment the marginal 
efficiency rises more rapidly when the schedule is inelastic than 
when it has an elasticity of unity. Hence investment need decline 
less to bring about the rise in the marginal efficiency of investment 
which is necessary to cover a given tax, when its elasticity is less 
than unity than when it is unity. 

The conclusion which follows from this analysis is important 
for income creation. The more inelastic the marginal efficiency 
of investment, the greater the income creation, other things being 
equal. The formulation of the income-creating power of the 
proportional income tax in the foregoing special situation, there- 
fore, understates its power in the present situation. 

There remains the possibility that the schedule in the marginal 
efficiency of investment may have an elasticity greater than 
unity. This situation brings the analysis to the second respect 
in which the foregoing special situation is unique. When the 

1 See diagram on page 64. 
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schedule has an elasticity of unity it makes no difference to the 
amount of income creation how the tax receipts are spent. The 
total return received by investors is fixed, no matter what the 
amount of investment. When the elasticity is either more or less 
than unity, the way in which the tax receipts are spent determines 
the income creation. When the schedule is inelastic, the tax 
outlay must be for consumption. If the outlay were to be de- 
voted to investment, the total return received by private inves- 
tors would be diminished. Hence private investment would be 
reduced. To maximise the income-creating power of the propor- 
tional tax requires that the tax outlay be consumed when the 
schedule is inelastic. 

When the elasticity of the schedule in the marginal efficiency 
of investment is greater than unity, the tax outlay if devoted to 
consumption will not create the maximum income. In fact, if 
the elasticity were great enough, income destruction would be 
the result. The reason is that a given tax reduces investment 
more, the greater the elasticity of the schedule. If this reduction 
is large enough, it more than offsets the income-creation which 
results from the transfer of saving of taxpayers to the consump- 
tion of the recipients of the tax outlay. In this situation the tax 
outlay must be devoted to expanding private investment to 
maximise the income-creating power of a given tax. 

The expansion in private investment may be achieved by lend- 
ing the receipts without charge to private investors on condition 
that they invest a stipulated additional sum and receive the entire 
return.1 For example, if the marginal efficiency of investment 
has been lowered to 1%, if the normal-supply price is 2% and the 
tax is 50%, then $3 of tax outlay must be coupled with each 
dollar of private investment. The gross return per dollar is 4%; 
and after the 50% tax, investors receive the normal return of 2%. 

The question arises, why does private investment expand under 
this program of lending tax receipts without charge? The 
answer rests upon the elasticity in the marginal efficiency of 
investment. When the schedule has an elasticity of unity, the 
lending of the receipts does not expand private investment beyond 
what it would be if the receipts were consumed. In contrast to 
this unique situation, private investment is larger under the 
lending program when the schedule has an elasticity greater 
than unity, because the total return received by private investors 
is larger than without the program. This statement will have 


1 R. F. Kahn, ‘“ The Relation of Home Investment to Unemployment,” 
Economic JOURNAL, June 1931, p. 192. 
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been proved if it can be shown that in equilibrium the elastic 
schedule lies above the one with an elasticity of unity. A glance 
at the accompanying diagram on page 64 is helpful, although not 
conclusive. 

The diagram shows that any schedule that has an elasticity 
greater than unity, and that passes through the equilibrium point 
between investment and the normal supply price, must lie, to the 
right of this point, above the schedule having an elasticity of 
unity. Over this range of the elastic schedule the total return 
received by investors for any given investment is larger than for 
the schedule having an elasticity of unity. It now remains to 
prove that investment must be larger than the equilibrium amount. 

Under the lending program, investment consists of the tax 
outlay and private investment. Since the equilibrium investment 
is only a small fraction of income, perhaps 20%, a low tax which 
does not raise the supply price of investors much, collects a sum 
which is large relative to this investment. When the return on 
total investment is given to private investors, their investment is 
not much less than the equilibrium investment, since their 
supply price is not much higher. Hence total investment exceeds 
the equilibrium amount. 

In other words, under the lending program the marginal 
efficiency of investment cannot be higher than the normal-supply 
price because private investors would receive excessive profits. 
Competition for the free tax outlay drives investment until the 
marginal efficiency of investment is below their normal-supply 
price. In this situation total investment exceeds the equilibrium 
amount. 


1 This description may be proved as follows. Let e be the marginal efficiency, 
P be private investment and j the normal-supply price. Investors raise their 


The total return which investors receive is ey). 





supply price to I Z 
The latter must equal the former. If we assume that the marginal efficiency 
equals the normal-supply price then total investment esuals the income, which is 
absurd. Hence the marginal efficiency must be less than the normal-supply 
price, and total investment under the lending program exceeds the equilibrium 
amount before the tax. 

Let AB have an elasticity of unity and MN be horizontal. Let CD be any 
schedule the elasticity of which is less than unity and which also passes through 
the intersection of AB and MN. Then above MN, CD lies to the right of AB; 
and its intersection with any supply price which covers any proportional tax lies 
to the right of the intersection of AB with the same supply schedule. Let QR 
be any demand schedule the elasticity of which is greater than unity and which 
also passes through the intersection of AB and MN. Then to the right of this 
intersection QR must lie above AB. Hence for all amounts of investment in 
excess of this equilibrium, private investors receive a total return which is larger 
the more elastic the schedule, 














64 THE ECONOMIC JOURNAL [MARCH 


In summary, the proportional income tax may be income- 
creating in all positions of the schedules of demand and supply of 
investment. That is, when the demand schedule has an elasticity 
less than unity the tax outlay must be for consumption; and 
when this schedule has an elasticity more than unity the tax out- 
lay must be loaned or invested to encourage private investment to 
maximise the income-creating power of the tax. There is the 
special situation in which the demand schedule has an elasticity 
of unity and the supply schedule is infinitely elastic. The situa- 
tion is unique, for neither form of using the tax outlay is more 
income-creating than the other, and the power of the tax to 
create income in this situation is less than for any other positions 
of the demand and supply schedules. 














II 


When the deflationary gap is closed by the Government’s 
running a current deficit and borrowing the excess saving, the 
government outlay which results from this policy comprises two 
expenditures : the deficit which is necessary to fill the gap and the 
interest charge on the growing debt. Although these two com- 
ponents vary relatively as well as absolutely depending upon the 
environing conditions under which the interest charge is financed, 
the outlay increases indefinitely when the gap is constant. Under 
the assumption (b) that the position of the consumption function 
and the schedules of saving and investment are constant, the 
deflationary gap remains indefinitely. Thus the deficit must 
continue in every successive period to prevent the deflation. 
Since the deficit continues endlessly, the debt grows continuously ; 
this in turn causes the interest charge to mount without limit 
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providing the interest rate cannot be continually reduced. It is 
reasonable to believe that the interest rate was at the minimum 
before deficit spending was considered a permanent necessity ; 
because otherwise the fallin the rate could have stimulated invest- 
ment and filled the gap. Hence the conclusion is inevitable that 
a policy of deficit spending which must permanently close a de- 
flationary gap requires an ever-growing government outlay. 

The rate of growth of this combined outlay varies with the 
conditions under which it occurs. The following are the more 
important conditions : (a) whether the national income is growing 
as a result of forces which are independent of the policy; (6) the 
marginal propensity of the government-security holders to con- 
sume; (c) the rate of interest paid on these securities; (d) 
whether the interest charge is financed by borrowing; (e) whether 
the interest charge is tax-financed, and the nature of the taxes. 
These conditions may be combined in various ways. For illustra- 
tion two groups are given, one of which causes a slow rate of 
growth in the government outlay and the other a rapid increase. 

The following combination of conditions causes a slow growth 
in the government outlay. When the income increases at a rate 
which is above the rate of interest, the interest charge may be 
loan-financed without causing a price inflation. When the rate of 
interest on the government debt is low, the government debt 
grows slowly. When the marginal propensity of the government- 
security holders is high, the interest charge helps to close the gap 
and the current deficit need not be much larger than the gap. 

In contrast to this combination is the following. - When the 
rate of interest on the government debt is higher than the rate 
of increase in income, the interest charge must be in whole or in 
part tax-financed to avoid price inflation. When the marginal 
propensity of the interest recipients is low, and when the growing 
tax payment to meet this mounting cost comes out of consumption, 
the deflationary gap is actually widened, causing a larger current 
deficit. This in turn makes the debt increase faster and aggravates 
the process. When the mounting taxes also impinge upon the 
supply price of investors, investment is reduced, the gap widened 
and the vicious circle set in motion. Under these conditions the 
government outlay increases rapidly. 

Various other combinations of these conditions are possible, 
but they would serve no useful purpose here. The significant 
point is that no matter what the combination may be, deficit 
spending to fill a constant deflationary gap requires an ever- 


growing government outlay. 
No. 233—voL. LIx. F 
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III 


Space does not here permit a complete comparison between 
the income-creating power of the proportional income tax and 
that of deficit spending, for two reasons. There are too many 
special situations under each alternative to permit a comparison 
of each with all others; and there are indirect reactions to each 
method which thus far in this paper have been omitted. Such 
indirect reactions may include the following : an upward shift in 
the consumption function as a result of increasing liquidity due to 
the growing debt; an upward shift in the consumption function 
as a result of the knowledge that higher taxes will come if one does 
not spend; deflationary fears from an ever-growing debt; and 
over-estimations of the tax burden. These matters must be 
considered before a final decision is possible. 

In addition, several criteria for comparison are important for 
a final choice. There is the initial question of which method is 
the more politically acceptable; then, which of the two is more 
easily administered; and lastly, which creates the more income 
inthelongrun? This last question is the only one which is treated 
here, because it seems to me the most fundamental. 

The previous sections have indicated that when the deflation- 
ary gap is a given amount, the tax outlay necessary to close this 
gap is a fixed sum in all situations of demand and supply; while 
the government outlay necessary to fill this gap by deficit spend- 
ing increases indefinitely. Since the necessary tax outlay exceeds 
the gap, and since the initial deficit equals the gap, we reach the 
following conclusion: in the short run the government outlay 
required to fill the gap is smaller under the policy of deficit spend- 
ing than under the method of the proportional income tax; in 
the long run the reverse is true. Of course the period during which 
the government outlay under deficit spending is less than the 
tax outlay varies with the assumed conditions; but the final 
result is the same. 

This conclusion, nevertheless, must be modified for the long 
run when the deflationary gap is assumed to be a constant propor- 
tion of a steadily rising income instead of being a fixed amount. 
In a given situation which is particularly favorable to deficit 
spending the government outlay may never in the long run exceed 
the tax outlay. In this given situation there are the following 
assumed conditions : income is increasing at a constant percentage 
rate which equals the rate of interest; the growing interest charge 
on the ever-expanding debt is financed by proportional income 
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tax; the interest charge on the growing debt is a mere transfer of 
income, which is neither income-creating nor income-destroying ; 
the schedule of the marginal efficiency of investment has an elas- 
ticity of unity and the supply schedule is infinitely elastic. Under 
these assumptions the government outlay under deficit spending 
approaches the limit of twice the gap, while the tax outlay may 
be more than this unless the slope in the consumption function is 
steep enough.? 

Perhaps the only general conclusion to which this analysis 
leads is that comparison between the two methods of income 
creation, taxation and deficit spending, is too inclusive to be 
significant, and comparison must be on the basis of specific 


situations. 
JosHuA C. HuBBARD 


Bryn Mawr College, 
Bryn Mawr, Pa. 


1 Proof is as follows. Let s be the constant percentage of income which states 
the deflationary gap. The current deficit must be the same percentage of income 
because there is no leakage through the interest charge. Since the debt income 


: 8 , . oe 
ratio approaches = (where r is the constant rate of increase in income (E. D. Domar, 


“The ‘ Burden of the Debt’ and the National Income,’’ American Economic 
Review, xxxiv, December 1944, pp. 808-10)), and since the rate of interest also 
equals r, the interest charge approaches s% of income. Hence the government 
outlay under deficit spending in this special situation is 28% of income. 
Continuing the analysis of section I we have t(AP — mp) = s because the 
constantly increasing income cancels out of the equation. Hence, when the 
difference between the average propensity and the marginal propensity equals 
one half, the government outlay under both methods is the same. If the differ- 
ence between the propensities is more than one half, the tax outlay is the smaller 
of the two. 

















MR. HARROD’S DYNAMICS ! 


No one will disagree with Mr. Harrod that modern economic 
theory lacks, and badly needs, a system of analysis dealing with a 
dynamic society. Keynes’s General Theory of Employment broke 
through the husk of static analysis, but, apart from some obiter 
dicta, scarcely developed any theory of long-run development. 
Mr. Kalecki’s pioneering work has been very little followed up 
(Mr. Harrod makes no reference to him); many others have shot 
at a venture into the mists, but we have no systematic body of 
long-run dynamic theory to supplement the short-period analysis 
of the General Theory and to swallow up, as a special case, the long- 
run static theory in which the present generation of academic 
economists was educated. Mr. Harrod has boldly set out to 
sail these uncharted seas, and there is no doubt that he has under- 
taken a voyage of the greatest interest. Unfortunately his 
exposition is so idiosyncratic, and the matter is so closely packed 
in the small compass of five lectures, that his book is extremely 
hard to follow (the original audience of the lectures must have had 
a strenuous time of it). In this article I shall attempt to give an 
outline of what I understand him to be saying, omitting his 
algebra, and somewhat re-arranging his order of presentation. 

As is natural in a discussion of this kind, the level of abstrac- 
tion is high. What sort of world does Mr. Harrod contemplate ? 
First of all we must notice that he takes a high line with the 
index-number problem. He operates throughout with a “ con- 
stant goods-value of money” and deals with quantities of 
output, real income and capital without any reference to 
changes in their composition in terms of concrete commodities. 
He is dealing with a world in which output and consumption 
per head are rising through time, and productive technique 
is improving. Thus it is natural to suppose that new com- 
modities are constantly coming into existence, and new types 
of machinery must certainly be coming into use. He does not 
discuss what, in such a case, a constant value of money means, and 
for purposes of the present discussion we must follow him in 
leaving this skeleton locked up in the cupboard. 

Next, his world is dynamic in the sense that continuous change 


1 R. F. Harrod, Towards a Dynamic Economics, London: Macmillan, 1948. 
Pp. 169. 7s. 6d. 
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is going on through time, but it is a world without history. Every 
change that took place in the past was digested, so to speak, as it 
occurred. Time rolls on in a homogeneous stream, and it makes 
no difference at what point we dip into it. Also it is a world 
without politics. There are no conflicts of interest within society, 
and almost no influence of the social environment upon individual 
behaviour. At the same time it is a capitalist world, with entre- 
preneurs, rentiers and workers, and with a monetary and fiscal 
system. The greater part of the argument is confined to the 
problems of a closed economy. 

The first question which Mr. Harrod examines is whether there 
is any natural tendency for the propensity of the community to 
save to adapt itself to the rate of capital accumulation required to 
sustain a steady expansion in production. 

What is this ‘‘ required ” rate of accumulation? There are no 
arrears of investment needed to adapt the stock of capital to 
changes which have occurred in the past (no war-damage to make 
good, no revolutionary new discoveries not yet fully digested into 
productive technique). Change, however, is going on currently. 
The population may be growing, and technical progress is taking 
place. Mr. Harrod simplifies the problem by postulating that any 
change which is going on takes place at a steady rate. He puts 
diminishing returns from land on one side as a problem which 
would complicate the argument out of proportion to its importance. 
For the purposes of the first stage in the analysis he assumes a 
constant rate of interest. Now, in these conditions there is a 
certain rate of increase in total output which is possible, with 
continuous full employment (full employment being interpreted 
in a loose sense, admitting of adequate flexibility in production). 
This rate of expansion depends, with a constant rate of interest, 
upon the increase in working population and the increase in output 
per head due to technical progress. Mr. Harrod calls this the 
“natural rate of growth ”’ (Gn). It is important to be clear that 
it is not natural in the sense of being the rate of growth which will 
tend to come about under the free play of economic forces. It is 
rather to be understood as the maximum rate of growth which the 
underlying conditions make possible. 

This rate of growth requires a certain rate of capital accumula- 
tion. Let us look at the two components of the rate of growth 
separately. If technique is unchanged while population is 
growing, output per head is constant (diminishing returns from 
land having been ruled out). Investment is required to equip 
growing numbers with the already prevailing amount of capital 
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per head. If population growth takes the simple form of a 
constant proportional rate, 7% per annum (age composition and 
the proportion of workers being constant), then capital accumula- 
tion at the rate of ~% of the amount of capital will give the 
required expansion. Each year the increment of numbers is 
larger than the year before, the required value of net investment is 
larger than the year before, and the value of replacements of capital 
is larger than the year before. (In Mr. Harrod’s world, with time 
but no history, there cannot be any indestructible equipment. 
With constant technique and a given rate of interest, there is a 
given length of life of capital goods, which determines the annual 
amount of replacements required.) If investment at the right rate 
is carried on (thriftiness being such that consumption per head is 
constant) national income, gross and net investment and total 
consumption all expand at the same rate, and the proportion of 
workers engaged on new investment, on replacements and on 
production of consumption goods are each constant. 

Now consider technical progress with a constant population. 
Changes in technique may alter the ratio of capital to output (at 
normal-capacity working). Mr. Harrod divides inventions and 
improvements into neutral, capital-using and capital-saving, 
according as they cause the ratio of capital to output, at a constant 
rate of interest, to remain unchanged, to increase or to diminish.} 
In Marxian language, with neutral technical progress the organic 
composition of capital does not alter. With capital-using progress 
(which Marx assumed to be the rule) the organic composition of 
capital is rising through time. 

Mr. Harrod makes great use of the conception of neutral 
technical progress, and we must pause to examine what it means. 
It does not entail that every invention is neutral, but that inven- 
tions are neutral on balance. Neutral progress in Mr. Harrod’s 
conception results from an equal rate of increase in output per 
head at all stages of production. To reduce the conception to its 
simplest possible form, and to keep the index-number problem 
safely immured, let us imagine that production can be divided into 
two departments—making machines and making final output with 
the aid of machines, only one type of machine and one type of 
commodity being produced. Proportions of factors employed are 
not necessarily rigidly fixed by technique, but the most profitable 
amount of machinery per unit of output is governed by the ratio 
of price of commodities to the price of machines and by the rate of 


1 Cf, ‘‘ A Classification of Inventions,’’ Review of Economic Studies, February 
1938. 
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interest. Now some device is introduced which increases output 
per man hour equally in both departments. Since both are 
affected in the same way, the relative prices of machines and final 
commodities are unchanged, and, the rate of interest being 
constant, the ratio of machines to output will be unchanged. The 
relative shares of labour and capital in real national income are 
constant. Labour is released from producing the old rate of out- 
put and from maintaining the old stock of machines in the same 
proportion. This labour is available for producing additional 
output, and this additional output requires an increase in the 
stock of machines which bears the same ratio to the old stock as the 
new rate of total output bears to the old. Thus the rate of capital 
accumulation required for the expansion of output made possible 
by the progress which is going on (with continuous full employ- 
ment) is proportionate to the rate of increase in output, just as it 
is when population increases with constant technique. As soon as 
we depart from some such simplified case the index-number 
problem becomes formidable. Technical progress is largely bound 
up with alterations in equipment. Amortisation funds attached 
to old machinery are being continually reinvested in improved 
machinery, and the conception of a constant stock of capital, or a 
given rate of increase in the stock of capital, becomes extremely 
vague, not to mention the difficulty of defining the rate of increase 
of output when new commodities are coming into existence. But 
Mr. Harrod does not stop to discuss these questions. 

With neutral technical progress and a constant rate of interest, 
the ratio of capital to output is constant and the required rate of 
accumulation is proportionate to the rate of increase of output. If 
progress is on balance capital-using, the ratio of capital to output 
is increasing (at a given rate of interest). New investment is then 
required to provide additional capital for the old rate of output. 
(Now our simple example does not apply, and the skeleton rattles 
disturbingly in the cupboard.) The required rate of accumulation 
no longer bears a simple relation to the rate of increase of output, 
but has two terms, one depending upon the rate of increase of 
output, and the other upon the level of output. Mr. Harrod puts 
this on one side for separate discussion, and assumes throughout 
the main part of his argument that progress is neutral on balance. 
Even then, Mr. Harrod recognises that to reduce capital require- 
ment to a function of income is an over-simplification. His 
“relation ’’ (which used to be known as the “ acceleration prin- 
ciple ’’) cannot bear all this weight. He admits that some invest- 
ment may be of a long-range character not closely related to the 
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requirements of current output (armaments and war must come 
into this category). He provides us with a symbol for it (k) and 
says we may make it as large as we like, but he does not 
discuss it in detail, and it is easier to follow his analysis in its 
purest form, without regard to k. 

Neglecting k, and combining population growth with neutral 
technical progress, we arrive at the rate of accumulation required if 
the maximum possible rate of expansion in total income, corre- 
sponding to continuous full employment, is to be enjoyed, the 
required rate of accumulation being proportionate to the rate of 
growth of income. 

Now the question to be considered is whether there is any 
natural tendency for thriftiness to adjust itself to capital require- 
ments. Here we notice the shift of emphasis when the General 
Theory is transposed from short-period to long-period terms. 
In most of the discussions arising out of the General Theory, thrifti- 
ness is taken as given. There is a certain rate of saving corre- 
sponding to full employment, and the main question is whether 
investment tends to reach that level, and, if it fails to do so, what 
should be done to make it. This is apt to lead to the state of mind 
of regarding investment as an end in itself, and to the justification 
of digging holes in the ground and filling them up again. In its 
original context this was perfectly correct, but long-term policy 
cannot be based on hand-to-mouth expedients for curing a slump, 
and Mr. Harrod’s analysis is certainly salutory in directing 
attention to long-term problems. 

To make the next step in the argument it is necessary for him 
to consider the influences which determine thriftiness, and to 
inquire whether there are any cross-connections between capital 
requirement and thriftiness which tend to keep them in harmony. 
He distinguishes between net saving and the amortisation of 
existing capital. He assumes that the rate of technical progress 
is allowed for by entrepreneurs, who adjust amortisation funds 
to the rate of obsolescence of capital equipment, so that the stock 
of capital in existence at any moment is being continuously 
adapted in form without change of value (any exceptions are 
dumped into that convenient hold-all, k). Thus a more rapid 
rate of invention is offset by a higher rate of amortisation, and no 
net saving is required to adapt past accumulated capital to new 
forms. 

Here Mr. Harrod makes a curious point. Suppose that instead 
of assuming prices constant we assume money wages constant; 
then prices of commodities (including capital goods) are falling 
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continuously as progress takes place. If individual concerns aim 
at keeping the money value of their capital intact, amortisation 
funds as they are reinvested provide continuously increasing 
amounts of physical equipment and of stocks. In the simple 
case where population is constant, the rate of interest given, and 
progress neutral, amortisation funds provide for the whole of the 
required accumulation of physical capital, and no net saving at all 
is required. However, in the rest of the argument Mr. Harrod 
continues to assume constant money prices, so that all adaptation 
of existing capital is looked after by amortisation, and all additions 
to the stock of capital require net saving. 

Mr. Harrod discusses the influences determining the supply of 
net saving mainly in terms of the thriftiness of individuals. He 
distinguishes between time-preference and the effects of falling 
marginal utility of income, and shows how they were confused in 
the traditional concept of “ discounting the future.”” He regards 
the elasticity of the income-utility curve of a representative 
individual as something which exists in nature, and proposes a 
new method of discovering it experimentally. Let income be paid 
in the form of a lump-sum bonus plus a piece-rate per unit of 
work. At the starting rate the individual freely chooses how much 
work he is willing to do. Now raise the bonus, and see what 
change in the piece-rate is necessary to keep the amount of 
work he does unaltered. By this means the marginal utility of 
income could be measured in terms of the marginal disutility of a 
given amount of work. (Mr. Harrod playfully suggests that 
managers and shop stewards should organise the experiment, but 
the ideal field for it is the ancient universities. Increase our 
fellowship dividends, and then see at what rate per hour we will 
take a given number of pupils.) Unfortunately this method 
contains the same basic fallacy as earlier attempts, such as Dr. 
Frisch’s method of measuring the marginal utility of income in 
terms of the marginal utility of a given quantity of sugar. The 
unit of measurement is not independent of the magnitude to be 
measured, because the utility of leisure to an individual is strongly 
influenced by the funds available to him for having a good time, 
so that the disutility of work rises with income. If we cannot 
measure marginal utility of income it is impossible to say what it 
means. The foundation of much of this part of Mr. Harrod’s 
argument is thus exceedingly shaky. But even though the 
answer he gives may be somewhat mystical, the question he is 
asking is real and important. 

He divides saving into three categories: savings designed to 
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be spent in old age or emergencies of private life—the amassing 
of a “‘ hump ”’; saving for heirs; and corporate net saving carried 
out by a firm for the sake of the business, over and above the 
saving which individual shareholders might wish to make, through 
its agency, for their private purposes. 

Mr. Harrod considers that population growth favours “‘ hump” 
saving, as each successive generation contains more individuals 
than the last at saving ages relative to the number of retired 
persons living on their humps. This is disputable. The more 
rapid the rate of growth of population the larger is likely to be the 
average size of a family, and the smaller the margin above sub- 
sistence from a given individual income. A good deal more 
investigation is required before we can say on which side the 
balance is likely to be, and it seems doubtful whether an element 
of harmony is here to be found between saving and capital require- 
ments. 

After an argument of some subtlety Mr. Harrod concludes that 
“ hump ” saving is likely to grow at a greater rate than income per 
head, so that here there is a potential element of disharmony. 
He has little to say about the effect of the total stock of wealth on 
the rate of saving. 

About saving for heirs he has no very definite conclusions to 
offer, but again finds no presumption in favour of harmony. In 
general, private saving is likely to rise with real income, but it is 
related to the level of income, not to its rate of growth. 

Only in the case of corporate saving is there likely to be some 
harmony between thriftiness and capital requirements, because 
favourable prospects for investment in the future are likely to 
promote the building up of company reserves, but even here the 
connection is weak and uncertain. 

Although Mr. Harrod devotes a good deal of space to these 
questions the analysis does not go very deep. To mention only 
one point, a discussion in terms of individual psychology leaves out 
of account the major influence on the thriftiness of a community— 
the distribution of income between its members. But, how- 
ever that may be, there is no reason to doubt Mr. Harrod’s 
conclusion that there is no presumption that thriftiness (with 
a constant rate of interest) tends to adapt itself to the rate of 
capital accumulation required to sustain a steady expansion of 
production. 

The next question is whether the rate of interest will tend to 
move in such a way as to secure harmony between thriftiness and 
capital requirements. This question has two parts. First, how a 
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movement in the rate of interest would affect thriftiness and 
capital requirement if it took place, and, second, whether it is 
likely to take place. 

On the first question Mr. Harrod, applying his formula for time- 
preference and income utility, concludes that a fall in the rate 
of interest will tend to reduce “hump” saving, and that the 
traditional view that some individuals will save more (from a given 
income) at a lower rate of interest is fallacious, but the argument 
is not set out fully enough to make it clear from what assumptions 
this follows. He hazards no guess as to the effect of a fall in the 
rate of interest on saving for heirs. A fall in the rate of interest 
will increase capital per unit of output capacity, in a given state 
of knowledge, in so far as technical conditions permit of variation. 
Mr. Harrod is highly sceptical of the influence of the rate of interest 
on methods of production, and gives little weight to this factor. 
In any case it would be partially or wholly offset by the stimulus 
to corporate saving which would be given by an increased demand 
for capital within firms. It is to be observed that the increase in 
capital per unit of capacity (in so far as it occurs) due to a given 
once-and-for-all fall in the rate of interest requires a once-and-for- 
all bout of capital accumulation (which may, however, be imagined 
to be spread over many years). When the appropriate “‘ deepen- 
ing of capital”? has taken place there is no further need for 
accumulation. Thus to maintain a given rate of accumulation, 
under this influence, a continually falling rate of interest is 
necessary. 

To sum up—if thriftiness can be represented as a constant 
proportion of saving to income at a given rate of interest, and if 
this proportion falls with the rate of interest, then in any given 
state of population growth and technical progress, there exists a 
certain value of the rate of interest which would equalise the full- 
employment rate of saving with capital requirements, and fulfil 
the conditions for steady progress at the maximum possible rate. 
If the proportion of income saved increases with income, while the 
required rate of accumulation is constant, a continually falling 
rate of interest is required for steady progress, in this case the 
influence on thriftiness being possibly helped out by a continuous 
increase in capital per unit of output. If the required rate of 
accumulation is rising relatively to thriftiness (owing to capital- 
using technical progress) a continuously rising rate of interest is 
required. 

Is there any reason to expect the rate of interest to behave in 
the appropriate way? Mr. Harrod makes an attack upon the 
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traditional view that the rate of interest tends to establish 
equilibrium between saving and capital requirements which is 
more drastic than Keynes’. Keynes showed that the traditional 
view was fallacious. Mr. Harrod maintains that it was non- 
existent. He gives it two possible interpretations. One is that 
the capital market foresees the long-term movements in the rate 
of interest which underlying conditions require, and brings those 
movements into existence. This leads to violent paradoxes. For 
instance, if the situation requires a continuous fall in the rate of 
interest, and this fall is foreseen, the present value of irredeemable 
stock becomes fantastically great. Alternatively, the traditional 
view may be interpreted to mean that the market takes no view of 
the long-run course of prices of assets but writes them up and down 
from day to day in response to the current state of demand and 
supply of new capital. This would involve revaluing the whole 
outstanding stock of assets in response to every chance discrepancy 
between current investment plans and full-employment saving, 
and it leads to results no less absurd than those arising under the 
first interpretation. Neither interpretation provides an account 
of market behaviour remotely resembling what actually happens, 
and Mr. Harrod falls back (rather in the spirit: if you know a 
better ’ole, go to it) upon Keynes’ theory of the rate of interest in 
terms of demand and supply of money. He concludes that there 
are no grounds for expecting the rate of interest to behave in such 
a way as to secure steady progress, though it may have a vague 
and feeble influence in the right direction. 

Is there an influence promoting harmony to be found in the 
movement of wages? When thriftiness is excessive in relation to 
capital requirements there is unemployment, and money-wage 
rates may be expected to fall. Following Mr. Kalecki’s version of 
the General Theory on this point, Mr. Harrod shows that falling 
wages and prices are more likely to increase the disharmony than 
to cure it. 

He does not touch upon the sophisticated argument that falling 
wages will drag down the rate of interest (by reducing the demand 
for money) and so bring it to the required level. Presumably he 
would dismiss this contention on the ground that the effect of 
prospective falling prices in reducing the inducement to invest and 
increasing the burden of debt would swamp any possible stimulus 
which a falling rate of interest might give. 

We have now come to the conclusion that there is no presump- 
tion that harmony between thriftiness and capital requirements 
will be maintained. This is the projection into the long period of 
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the central thesis of the General Theory. We must now introduce 
a fresh layer of complications into the analysis. 

It might happen by chance that the relationship between 
thriftiness and capital requirements was just right, so that the 
rate of saving corresponding to full employment was continuously 
equal to the required rate of capital accumulation (in Mr. Harrod’s 
terminology G, is then equal to G,,, of which more anon). There is 
then a definite rate of capital accumulation which could be main- 
tained continuously, and which would ensure constant full 
employment (in the loose sense) and the growth of national income 
at the maximum rate made possible by changes in population and 
technical progress. But even when such a rate of accumulation 
exists, there is no guarantee that it will be realised. If all entre- 
preneurs got together and found out what the rate was they 
might agree to put it into effect, but so long as investment is 
determined by innumerable private decisions there is no reason to 
expect that the right rate will be arrived at. And once the rate 
of accumulation is off the steady course it can never get on to it, 
but reels along drunkenly below it. 

Mr. Harrod provides a rough sketch for a theory of the trade 
cycle to be superimposed upon the long-period analysis. If, at any 
moment, the rate of investment falls below the level corresponding 
to steady growth, the consequent slackening of effective demand 
causes the expansion of output to fall below the steady rate. 
Capital requirements are thereby reduced. The rate of invest- 
ment falls further, and production declines in the familiar self- 
propelling downward movement intoaslump. Ina revival, which 
starts from a position with unemployed man-power available, the 
self-propelling up-swing may increase output at a much more rapid 
rate than that which is possible once full employment has been 


reached. Ifthe actual rate of growth of income (G, or nd where 


Y is annual income) exceeds the long-run rate (G,), then accord- 
ing to Mr. Harrod’s system of ideas, the increment of capital 
required to provide for the expansion of output which takes place 
over a short period is greater than the rate of accumulation which 
can be continuously maintained. As an analysis of the trade 
cycle this seems rather unsatisfactory, for a system of ideas in 
which investment is governed purely by the “ relation ” cannot 
easily deal with the fact that in the slump there is unused capacity, 
as well as unemployed labour. The investment require to 
provide equipment to produce an increment of income is by no 
means a simple function of the increment of income when there is 
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surplus capacity, and perhaps redundant stocks, left behind by 
the last boom. Working capital, however, lends itself to this kind 
of analysis and if all equipment were very short-lived Mr. Harrod’s 
method would not be far wrong. 

His analysis applies most easily to the breakdown of a boom. 
Once investment has reached a level exceeding the long-period 
rate (the rate of accumulation corresponding to G,) it is clear 
that it cannot be maintained for long. There are two quite 
distinct ways in which the inevitable breakdown may come. 
The boom may knock its head against the limit set by available 
labour while it is still in full swing. Investment projects may be 
great enough (combined with the propensity to consume) to 
generate a demand for more labour than there is. Then a wage 
inflation may set in, or, if wages are held down, there will be a 
sharp rise of prices relatively to wages causing an increase in the 
share of profits in national income and so reducing the propensity 
to consume; or mere physical difficulties in getting hold of the 
right kind of labour may check the expansion of investment. 
In one way or another the expansion of output will be brought to a 
halt. And as soon as output ceases to expand, the rate of invest- 
ment begins to fall. Alternatively, the boom may come to an 
end before full employment has been reached because the rate of 
growth of income is smaller than the rate of growth of the stock 
of capital, so that capital grows relatively to output during the 
course of the boom, surplus capacity begins to emerge, and the 
inducement to invest falls off. In either case, as soon as the actual 
rate of investment falls, the self-propelling down-swing into a 
slump sets in. 

Mr. Harrod does not seem to distinguish quite clearly between 
the case where the boom is cut off in its prime (or explodes in 
hyper-inflation) because it reaches the physical limit of employ- 
ment, from the case where it comes to an end because the rate of 
expansion is too great to be profitably maintained. But in any case 
he is not concerned to codify the theory of the trade cycle (he freely 
admits that his long-period G’s are not a handy instrument for 
short-period analysis) but simply to show that, even when under- 
lying conditions make steady progress possible, there is no reason 
to expect that it will occur. 

Still worse, as we have seen, there is no reason to expect that 
conditions will be such that steady progress is possible (under 
laisser faire). To reduce the argument to its simplest form, 
suppose that thriftiness can be represented as a constant propor- 
tion of income saved, and that the rate of capital accumulation 
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required for steady progress with full employment is also a 
constant proportion of income (as would be the case with neutral 
technical progress and a constant rate of interest). Now, the first 
proportion may be smaller or greater than the second (thriftiness 
less or greater than required accumulation). Mr. Harrod suggests 
that this can also be expressed by saying that the ruling rate of 
interest is below or above the rate required for steady progress, 
but this way of putting the matter is somewhat artificial, for it 
may be that the influence of the rate of interest is so weak that no 
conceivable rate of interest would do the trick, so that the 
“required rate of interest” has no meaning; and even when 
there is a definite value for the required rate it may be one which 
could not conceivably obtain (for instance, it might be negative). 

If the required rate of accumulation exceeds thriftiness then 
it is likely that, underlying the ups-and-downs of the trade cycle, 
there will be a constant buoyancy of the inducement to invest, 
periods of near-full employment will be frequent, inflation a danger 
that has to be guarded against, the rate of progress actually 
realised will be held below the maximum possible rate by scarcity 
of saving, and thriftiness will be a social virtue, in the sense that 
any increase in thriftiness would make a more rapid growth of 
income possible. In short, conditions will be those to which the 
maxims (though not the analysis) of nineteenth-century economics 
apply. 

Mr. Harrod suggests that the General Theory fulfilled only half 
its task because it neglected the possibility of deficient thriftiness 
(or a market rate of interest below the required rate). This 
appears to be rather misleading. It is true that Keynes, being 
interested in the problems of the nineteen thirties, did not elaborate 
the analysis of conditions of excessive effective demand, but he 
provided a sketch for that analysis and the methods of thought 
of the General Theory have proved indispensable in discussing the 
present-day inflationary situation. 

Turn now to the opposite case, where the proportion of income 
saved exceeds the rate of accumulation required for steady 
progress with full employment. Then the level of investment 
which would ensure full employment results in a rate of increase 
in the stock of capital in excess of that corresponding to the rate 
of increase in output. The new capital which would come into 
existence if this rate of investment were continuously maintained 
would be partly redundant to requirements. Therefore that rate 
of investment cannot be maintained. This is something quite 
apart from the trade cycle and corresponds to what is sometimes 
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called secular stagnation, or chronic unemployment. The analysis 
seems to bear a close resemblance to Hobson’s thesis that saving 
causes crisis because there is no outlet in consumer demand for 
the goods which new capital equipment produces. Mr. Harrod’s 
analysis provides the missing link between Keynes and Hobson. 
So far we have had fairly plain sailing. We must now intro- 
duce Mr. Harrod’s third G, G,, “‘ the warranted rate of growth,” 
which is the element in his exposition which makes it baffling and 
mysterious. The “ warranted rate of growth ” is such that, if it is 
maintained, producers will be content with what they are doing 
and will continue to maintain it... Mr. Harrod does not enlarge on 
the subject of what makes producers content. The meaning for 
contentment which best seems to fit his scheme of ideas is that 
capital is always kept working at normal capacity. Entrepreneurs 
are satisfied with investment decisions taken in the recent past if 
the new capital (as well as all pre-existing capital) is being profit- 
ably utilised (though the question of what rate of profit will keep 
them happy is nowhere discussed). To put the matter in terms 
of how entrepreneurs feel is rather confusing, because we are 
all the time dealing with averages, and particular industries are 
all the time moving faster or slower than the pace of the economy 
as a whole. One entrepreneur whose new investment has over- 
shot the mark and whose new plant is working under capacity 
will not be consoled by the fact that another is straining his plant 
beyond normal capacity to keep up with a super-average share of 
demand. However, if I have understood Mr. Harrod aright, the 


“‘ warranted ” rate of growth is that rate of growth of output es 


which ensures the continuous full-capacity working of the stock of 
capital considered as a whole (full capacity, like full employment, 
being taken in a loose sense, allowing for some play in the rate of 
production). 

What does this imply? The full utilisation of the stock of 
capital in existence at any moment yields a certain rate of output 
and income. Corresponding to that rate of income is a rate of 
saving, depending upon the thriftiness of the community. For 
that rate of income to be realised, investment must be equal to 
that rate of saving. This rate of investment yields a certain rate 
of increase in the stock of capital. Thus the “‘ warranted ” rate of 


growth is that rate of growth of output y) which would 


result from the continuous operation at full capacity of the stock 
of capital, when the stock of capital is continuously growing at a 
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rate dictated by the investment which just absorbs the rate of 
saving corresponding to full-capacity income. 

What is the relationship between full capacity and full employ- 
ment? On this question Mr. Harrod’s line of thought is par- 
ticularly elusive, but the following seems to be what is implied in 
his argument. When thriftiness is deficient, the “‘ warranted ”’ 
rate of capital accumulation is less than the rate required by 
steady progress with full employment. The actual rate of 
accumulation will pursue a cyclical course, but taking good times 
with bad, the rate of accumulation is held in check by the fact 
that the full-capacity rate of saving yields a rate of increase in the 
stock of capital less than the required rate. Now, if population is 
increasing, the stock of capital will be growing more slowly than 
available labour, while the amount of employment associated with 
a given stock of capital is continually falling as technical progress 
takes place, so that there will be a progressive increase in un- 
employment. (Here we cannot avoid history, for the amount of 
unemployment at any moment will depend upon how long this 
process has been going on.) This unemployment is not susceptible 
to Keynesian remedies, for, if the level of effective demand were 
boosted up, for instance, by putting some of the redundant labour 
to work on public-investment schemes, the demand for consump- 
tion goods would be raised asove the capacity output of existing 
capital equipment, and an inflationary rise of prices would set in. 
(To solve the problem, measures to increase investment would have % 
to be combined with measures to check the propensity to consume, 
by taxation and rationing.) This is a kind of unemployment 
which. is not contemplated in the General Theory. It may be 
appropriately called Marxian unemployment (as opposed to 
Keynesian unemployment, which is due to deficiency of effective 
demand). For though nothing is farther from his thoughts, Mr. 
Harrod has led us to Marx’s theory of the reserve army of labour, 
which expands and contracts as the growth of population runs 
faster or slower than the rate of capital accumulation. 

This analysis applies to the situation of over-populated, back- 
ward countries. Mr. Harrod is more interested in advanced 
economies suffering from the reverse problem of excessive 
thriftiness. When thriftiness is excessive relatively to the rate of 
accumulation required by steady growth with full employment, the 
rate of investment which would maintain effective demand at the 
full-capacity level would result (if it were realised) in a rate of 
growth of the stock of capital in excess of the required rate. Such 


a rate of accumulation cannot be maintained, for, if investment 
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ruled at this level for a time, surplus capacity would presently 
emerge. Either this will be foreseen, and there will be a con- 
tinual drag on the rate of accumulation, or an occasional burst of 
high investment will create surplus capacity, and will consequently 
be followed by a prolonged slump. 

There are two quite distinct ways in which surplus capacity 
may emerge if investment is maintained for a time above the rate 
required for steady progress with full employment. The first is 
the Hobsonesque situation in which effective demand is not 
expanding fast enough to keep the stock of capital in profitable 
use as capacity grows. The second is that there may not be 
sufficient labour available to man up new equipment as it comes 
into being. Technical progress is continually reducing the number 
of men required to produce the current rate of output, and the 
working population may be growing. But it might happen that 
the rate at which labour was thus becoming available for increased 
output was less than in proportion to the rate at which the stock 
of capital was expanding. Then equipment would presently be 
standing idle because workers could not be found to operate it. 
In Marxian language there would be over-production of capital. 
This would deter further investment, and a slump would set in. 
Now indeed there is unemployed labour available, but the fall in 
the rate of investment has started the self-propelling down swing 
of income, and there is not enough effective demand to keep 
even the old stock of equipment in use. 

It may be that this is a mare’s nest. It is hard to imagine 
investment being deterred by a prospective scarcity of labour. 
Rather, necessity being the mother of invention, it would be 
natural to suppose (as Marx does) that technical progress in such a 
case would be given a capital-using twist, so that labour required 
per unit of capital would be reduced at a faster rate. But then 
we fall out of the frying-pan into the fire, for, with capital- 
using inventions and a constant rate of interest and rate of 
profit on capital, the relative share of labour in national income 
is falling, and the share of profits rising, through time, so that 
thriftiness is increasing (all the more because corporate savings 
will be deliberately stepped up to finance the new investment) 
and the Hobsonesque limit upon accumulation will come into 
play. 

In Marx’s system, also, capital-using progress (rising organic 
composition of capital) leads to crisis, but not because the relative 
share of labour falls, reducing effective demand: on the contrary 
the trouble arises because the relative share does not fall (the 
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rate of exploitation tends to be constant) so that the rate of profit 
on capital falls as capital accumulates. 

This excursion has carried us some way from Mr. Harrod’s 
text, but it serves to show the vistas which his analysis opens up. 
Mr. Harrod himself makes an excursion into the analysis of inter- 
national investment which is full of pregnant suggestions, but 
limitations of space prevent us from following it here. 

Mr. Harrod’s main purpose is to lead up to some prescriptions 
for policy (though he derives most of them straight from the 
analysis of the General Theory without much dependence on his 
own new contributions). He regards the problem of secular 
stagnation, for the United States, if not for us, as waiting around 
the corner of post-war inflation, and he proposes remedies, 
elaborated with a wealth of fancy, which may be baldly sum- 
marised as follows: get the rate of interest gradually down to 
vanishing point (by appropriate increases in the quantity of 
money). Set up stores of staple commodities, with instructions 
to buy and sell at fixed prices (on the analogy of a gold reserve). 
In conjunction with a wages policy which keeps the average rate 
of money wages rising at the same pace as average output per 
head (rather a tall order, this) the operation of the commodity 
reserve would keep the price level stationary. When effective 
demand was tending to flag and prices tending to fall, the stores 
would find themselves buying, thus supplementing other kinds of 
investment and checking the fall in prices; when demand was 
in excess of current output the stores would be selling, and dis- 
investing from their stocks. This provides an anti-cyclical 
stabiliser. Meanwhile, correct the deficient or excessive effective 
demand by budget deficits or surpluses, financed by the issue or 
retirement of interest-free paper. By these means a sort of 
automatic pilot would be introduced into an otherwise laisser faire 
system, to keep output smoothly on its course. 

It is a common vice of present-day economic argument to jump 
from a highly abstract piece of analysis straight to prescriptions 
for policy, without going through the intermediate stage of 
examining how far the assumptions in the analysis fit the facts of 
the actual situation. There is a big gap between Mr. Harrod’s 
ingenious and instructive manipulation of his three G’s and the 
conditions of any actual economy. 

First of all, the effect of distribution of income and of wealth 
upon thriftiness has been omitted from the argument (Mr. Harrod 
dismisses the whole question of distribution with some dark hints 
about the political instability of an egalitarian society). It can 
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be plausibly argued that the phenomenon of excessive thriftiness is 
a product of excessive inequality, and that measures to correct 
inequality, which may be advocated on their own political or 
humanitarian merits, would, as a by-product, permanently reverse 
the position, and make deficient thriftiness the normal rule. 
There seems very little point in discussing artificial measures for 
absorbing excessive savings until this great question has been 
argued out. 

Next, we must recall that Mr. Harrod’s world is one in which 
there are no arrears of investment requirements to be made up. 
There is no war-damage to repair; no slum clearance and re- 
design of towns to clean up the mess which the past has left upon 
our hands; no rehabilitation of dust-bowls and deserts created by 
individualistic exploitation of the soil; no backward sections of 
the community to be brought up to the level of the rest ; no massive 
** Marxian unemployment ” to be overcome by industrialisation of 
over-populated regions; no adaptation of antiquated equipment 
in the light of already existing technical knowledge; no recent 
large-scale scientific discoveries to be embodied in industrial 
equipment. In short, Mr. Harrod’s world must not be confused 
with Europe, Asia or America. (It is true that arrears of invest- 
ment, along with other complications, can be looked after by 
Mr. Harrod’s k. But the issue here is not the formal correctness 
of the analysis, but the relative importance of the various elements 
init.) Before we have examined what arrears of beneficial invest- 
ment remain to be made good, there is little point in discussing 
schemes to throw away potential savings by budget deficits caused 
by tax-remissions to the wealthy, or schemes of investment in 
piling up stocks of commodities which (beyond the point at which 
they are useful in themselves) would be scarcely more productive 
than digging holes in the ground. 

Again, Mr. Harrod’s interest policy consists in purely monetary 
manipulations. Even when the gilt-edged rate of interest has 
been reduced to vanishing point there would still be great scope 
for agencies to cheapen the supply of finance to worthy enterprises. 
There is no knowing how much potential investment, which would 
provide a genuinely useful outlet for saving, is now held up by the 
imperfections of the capital market. 

Finally (though by no means exhaustively) in Mr. Harrod’s 
world, technical progress falls like the gentle dew from heaven and is 
not susceptible to any economic influence (we departed from 
his scheme of ideas, above, in suggesting that a scarcity of labour 
would promote capital-using inventions). Now, the technical 
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progress which is relevant to the argument is not merely scientific 
discovery, but the embodiment of new ideas in actual production. 
The rate of utilisation of new techniques is not in practice main- 
tained at the optimum level. Even in the most progressive 
nations and industries there are a great number of relatively back- 
ward producers. There is no knowing how much the rate of 
growth of output per head, at any stage of scientific knowledge, 
might be raised by appropriate policies. Moreover, scientific 
discovery itself is not just like the weather, but is susceptible to 
being directed and speeded up. In short, Mr. Harrod’s G, is not a 
natural datum, but an object for policy and organisation. 

All this goes very much against Mr. Harrod’s grain, because to 
discuss either the distribution of income or measures to increase 
useful investment brings politics into the economic argument. But 
his is no way to keep politics out. His resolution to avoid these 
questions is itself a political decision. 

Without a thorough examination of the relationship of his 
assumptions to reality we cannot take Mr. Harrod’s proposals as 
more than a jeu d’esprit, but that does not detract from the 
interest and importance of his analysis upon its own plane. 


JOAN ROBINSON 
Cambridge. 











REVIEWS 


Economie et Intérét. By M. Awtats. (Paris: Librairie des 
Publications Officielles, 1947. Pp. 800.) 


Two physically identical objects available at different dates 
are different goods, and there is no more reason to expect their 
prices on a given day to be the same than to expect equality 
between the prices on a given day of two physically different 
objects both available at some one date. Now interest is, 
precisely, a difference between the prices on a given day of two 
physically identical objects available at two dates distinct from 
each other. Thus the occurrence of interest need not in itself 
surprise us. There is nothing in this general consideration to 
suggest that interest must be positive rather than zero or negative ; 
yet (Professor Allais tells us) the rate of interest has, in fact, 
always and everywhere been greater than zero. The chief puzzle, 
then, is to account for this universal positiveness of the interest 
rate. 

Two features of our economic system, he says, would each by 
itself be a sufficient explanation, and they can work together. 
First, the desired ratio of a man’s capital to his income has an 
upper limit : the possessor of a million pounds who could get only, 
say, one-tenth of one per cent interest on it would evidently be 
tempted to dis-save and enjoy a large consumption during his 
lifetime. Now, since a large part of wealth is embodied in durable 
things (especially land) which cannot be rapidly disinvested 
(that is, themselves or their products consumed at more than a 
certain pace) a general attempt to dis-save would entail a general 
attempt to sell durable assets. Thus an indefinite rise in the 
market prices of durable assets, such as would accompany a fall 
towards zero of the rate of discount of their future services, 
cannot occur, and the rate of interest in consequence cannot 
closely approach zero. 

Secondly, in a money economy there is an asset, money 
itself, which by its liquidity yields a stream of valuable services, 
and which has zero costs of storage. So long as there is such an 
asset, no one need accept a negative rate of interest for the sake of 
exchanging present for future consumption. 

Professor Allais shows how interest, in its widest sense of a 




















ALLAIS : ECONOMIE ET INTERET 87 





MARCH 1949] 


price-difference between identical objects available at different 
dates, could exist in a moneyless, stationary economy where there 
was perfect foresight ; but does it follow, as he believes, that this 
same explanation of interest operates also in the real world of all- 
pervading uncertainty and unplannability, which people provide 
against by holding money? The fact that a gas-fire can make a 
room warm does not imply that a warm room must contain a 
gas-fire. Professor Allais believes that the explanation of interest 
in “ real” terms, the Fisherian confrontation of time-preferences 
with the technical productivity of capitalistic processes of pro- 
duction, is an underlying, long-term governing force whose 
operation is merely obscured by the short-run play of money and 
liquidity-preference. Yet if the long-term money rate of interest 
had been held at 3% since Goschen’s day, might we not by now 
have had a bigger capital equipment than we have, a larger income, 
and thus a lower time-preference? Why should things not work 
that way round as well ? 

Although he shows a tenderness for the classic “‘ real ” explana- 
tion, Professor Allais devotes nearly two hundred pages to 
Intérét et Monnaie. His conception of liquidity-preference, 
however, seems to me to overstress the transactions motive and to 
fall short of a full grasp of the speculative motive. Indeed, 
amongst the four men to whom he holds himself most indebted, 
it is Bohm-Bawerk and Irving Fisher who have supplied his 
theoretical basis and bias, while Lord Keynes and J. E. Meade have 
stimulated without convincing him. 

It is difficult not to feel some little impatience in reading those 
chapters where the author elaborates at great length and labour a 
theory which assumes perfect foresight. Is not this rather like 
building a theory of the weather on the assumption that the earth 
has no atmosphere? The “ accidentalness”’ of life is almost 
paralysingly insistent to anyone who thinks about it. Yet Pro- 
fessor Allais cannot really be criticised on this score. His aim has 
been to trap the elusive explanation of interest by a great encircling 
movement from all directions, critically considering most of the 
serious theories which have been suggested, and examining the 
consequences of a great array of different sets of assumptions. To 
this task he brings great erudition, an extraordinary patience and 
thoroughness, an infectious enthusiasm and finally the logical 
incisiveness of mathematics and the incomparable lucidity of the 
French language. 

The book is so packed with instances of powerful analysis and 
clear exposition that to single out examples runs a risk of doing 
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the author injustice. A brilliant theoretical explanation (page 99) 
of the widely accepted proposition that the rate of saving is almost 
unaffected by the interest rate is only one of many such insights 
directly traceable to a mathematical habit of thought. 

It cannot be denied, I think, that Professor Allais’s original 
contributions could have been made to stand out more clearly, and 
that his recommendations for policy could have reached a wider 
audience, if he had been content to write a shorter book; but he 
would not then have challenged the serious economist by a piece 
of scholarship which, by its sheer thoroughness and scope, 
guarantees the author’s sincerity and impressively demonstrates 


his intellectual power. 
G. L. 8S. SHACKLE 


London. 


Economics : An Introductory Analysis. By Paut A. SAMUELSON. 
(New York and London : McGraw-Hill, 1948. Pp. xx + 622. 
27s.) 

Fundamentals of Economics. By M. H. Umpreit, E. F. Hunt 
and C. V. Kintner. (New York and London: McGraw- 
Hill, 1948. Pp. xi+ 461. 22s. 6d.) 


THE category of introductory textbooks of economics is‘a 
wide one comprising a huge number of variants. There is the 
brief, chatty, come-on-in-the-water’s-fine preliminary, designed 
for the general reader or as an appetiser for beginners; there is 
the equally brief but austerely stripped and essential statement of 
first principles, designed to precede and be seriously supplemented 
by both oral teaching and a mass of peripheral and factual reading ; 
there is the teacher’s-companion textbook, a handy framework for 
class or lecture room; and there is the comprehensive encyclo- 
peedia embracing between its covers the substance of an entire 
lecture course and all its ancillary reading, with theory, institu- 
tional fact, statistical matter and the discussion of socio-political 
implications all complete. Within these sub-categories again 
may be found wide differences of approach—the mainly inductive 
and the mainly deductive; the individual and the social; the 
statistical, the literary and the graphic; and an infinite variety 
of merit in presentation. It is helpful to any reviewer of a new 
introductory textbook to place it in this possible range before 
attempting a detailed evaluation. 

The two books under review, being American, fall unmistakably 
into the class of encyclopedias. Both are the fruit of long 
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teaching experience; both aim, as is usual in America but rare in 
Britain, at providing a body of material which could at a pinch 
enable a student entirely unaided by oral teaching or discussion 
to cover the course by himself; and the course in question is, for 
both authors, that one-year-or-less syllabus so much more fre- 
quently found in American universities with their wider choice 
of degree material. Professor Samuelson favours, on the whole, 
the inductive method, taking the national income as his starting 
point and making copious use of statistics. Messrs. Umbreit, 
Hunt and Kintner stick closer to tradition and prefer graphs 
illustrating imaginary quantities. In pedagogy and literary 
merit the divergence is a good deal wider. Fundamentals of 
Economics was developed, so its preface explains, in a “laboratory,” 
being the product of successive revisions of the text used in the 
economics classes of Northwestern University, and thus embodying 
actual classroom experience. No such claim is made for Economics: 
an Introductory Analysis. But one cannot possibly compare the 
two without reflecting on the relative good fortune of Professor 
Samuelson’s students. Fundamentals of Economics is as useful a 
cram-book as its rival, and the students using it would probably 
put up as good a show in the examination rooms as their com- 
petitors from the Massachusetts Institute of Technology. But 
on any but the narrowest and least defensible view of the aims 
of an academic course this is a shockingly inadequate test. How 
far, six months or a few years after taking their final examination, 
will the students’ qualifications as citizens, as business men, as 
trade unionists, as intelligent users of their own resources, be 
enhanced by the work which they have done? How much better 
than the uninstructed will they be able to use their reasoning 
powers in economic matters? How well, assuming that their 
interests and qualifications lead them that way, will they be 
equipped to pursue more serious economic studies? It may be 
cynical to suggest, out of a limited teaching experience, that the 
long-run residue of most economics courses can be summed up as 
Demand Curves and All That—as relevant to E.R.P., wage-and- 
price policy, food subsidies and the capital development pro- 
gramme as 1066 to the issue of Lords Reform; but if there is 
exaggeration in such a view, there is also substance. For the 
ordinary, non-specialist student the most valuable long-term 
product of a course in economics is a habit or attitude of mind, 
made articulate, preferably, by a solidly grasped minimum of 
technical knowledge, but essentially independent of technicalities. 
It was the power of inculcating appropriate mental attitudes which 
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made Edwin Cannan so incomparable a teacher; it is by the 
degree to which that power is displayed that an introductory 
textbook, unlike a more advanced work, should first and foremost 
be judged. By this criterion Professor Samuelson’s book stands 
head and shoulders above its competitor. Fundamentals of 
Economics, for all its bulk and comprehensiveness, remains in the 
air—and the air of a rather stuffy classroom, not the intellectual 
empyrean. Professor Samuelson (besides writing genuine, human 
English instead of textbookese) uses precept and example to relate 
his teaching to reality and to keep that relation constantly in the 
student’s mind. 

The arrangement of Economics: an Introductory Analysis has an 
appearance of novelty which disappears on a closer view. It is 
divided into three parts: Basic Economic Concept and National 
Income, Determination of the National Income and its Fluc- 
tuations, and the Composition and Pricing of the National Output 
—this last, in an apparent reversal of the usual order of things, 
covering the equilibrium value theory to be found in most people’s 
opening chapters. In fact, however, the real essential hub or core 
of equilibrium theory has been given in the first couple of dozen 
pages. Indeed, one may say that anyone who had permanently 
and thoroughly incorporated into his mental furniture the sense 
of pages 19-23—those introducing the concept of substitution— 
would have learned the most valuable lesson that any course of 
economics can teach. Professor Samuelson’s Part III corresponds 
to the third-year refinements and recapitulations of a full course : 
a comparison prompting the reflection that it would be a super- 
human student who, with no more than two American sematers 
at his disposal, really covered the ground over which Professor 
Samuelson leads him, and the more general suspicion that the 
extremely ambitious scale of American textbooks may possibly 
have something to do with the low average standard of American 
academic achievement. 

Fundamentals of Economics, ploughing along the more accus- 
tomed track, devotes only fifteen pages to those problems of 
national income, saving and investment, employment and trade 
cycle theory, which together with the standard exposition 
of money and credit occupy the whole of Professor Samuel- 
son’s Part II, and dismisses Keynesian theory in a sketchy 
footnote following on a passage, describing the relation between 
wage rates and employment, which indicates an inadequate 
understanding of the General Theory. But for its (compara- 
tively few) references to war-time and post-war experience, 
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legislation and controversy, Fundamentals of Economics might 
well have been written fifteen years ago; but for a per- 
functory page and a half on dynamic instability, it might have 
been written before the Great Slump. The contrast between this 
timeless classroom atmosphere and the highly contemporary 
tone of Professor Samuelson’s book is matched and reinforced 
by that between the self-sufficiency of the one and the 
catholic citation of sources by the other. Each chapter of 
Fundamentals of Economics is followed by a bibliography; each of 
these bibliographies refers, in various combinations, to parallel 
chapters in almost exactly similar works—Bye, Principles of 
Economics; Froman, Principles of Hconomics; Garver and 
Hansen, Principles of Economics; Blodgett, Principles of 
Economics, being hardy perennials; Marshall and Taussig making 
occasional appearances. Of writers on special topics, Mrs. Joan 
Robinson and Mr. Chamberlain make a lonely appearance on 
Imperfect Competition ; no specialist ‘‘ further reading ’’ whatever 
is recommended on income, expenditure and employment; no 
reference is made to that wealth of Government publications which 
the British economist envies his American colleagues; no indi- 
cation is ever given that the student might with advantage 
look in newspapers and periodicals for practical examples of the 
topics under discussion. Professor Samuelson gives no formal 
bibliography, but text and footnotes abound in stimulating 
references; the reader is given not merely specific clues to follow, 
but a lively sense of a whole confraternity of economists thrashing 
out problems, comparing notes, developing and discarding 
theories—and a healthy impression of the fallibility of experts. 

It will have been gathered that Economics: an Introductory 
Study, is a far more up-to-date, intelligently conceived and 
written, and generally admirable work than Fundamentals of 
Economics. The latter, however, has its sectional advantages. 
To treat international trade, as does Professor Samuelson, in two 
widely separated sections—from the money and employment 
standpoint in Chapter 16, from the point of view of comparative 
costs and tariffs in Chapters 23 and 24—is surely to invite a mental 
confusion avoided by the more traditional treatment; particularly 
as the very raison d’étre of international trade, and the deter- 
mination of the prices of internationally traded goods, are thus 
left to the last. The theoretical bones stand out more clearly in 
the Umbreit-Hunt-Kintner analysis of wage determination than 
in Professor Samuelson’s corresponding passages—which are 
characteristically scattered over three widely separated chapters ; 
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and other examples could be cited. Fundamentals of Economics 
has in fact the virtues as well as the vices of an old-fashioned 
textbook ; Economics : an Introductory Analysis runs some of the 
risks of the experimental. Whether these risks are justified by 
the undoubted gains in realism, in conformity to the shape of 
economic problems as they present themselves to the ordinary 
citizen, is a question almost impossible to answer a priori. The 
proper people to answer it would be the students for whom both 
books were written. 

It is on the whole unlikely that either of these books will be 
much used in Britain. British teachers of economics generally 
prefer a supplement, rather than a duplicate or substitute, to 
their courses; the British student, even if he is ready to acquire 
so exceedingly weighty a standard textbook, is likely to prefer 
one whose examples and general background are drawn from his 
own side of the Atlantic, and the same argument applies to the 
British general reader. But Economics: an Introductory Analysis 
is certainly worth the attention of any teacher in search of new 
ideas of presentation. How delightful, for instance, to be able to 
pass on to a wider audience the aphorism in which one of Professor 
Samuelson’s students is reported to have summed up marginal 
theory: ‘‘ The theory of economic value is easy to understand 
if you remember that the tail wags the dog.” 

Honor CROOME 

Claygate. 


Politics and Poverty. By Lewis C. Orp. (London: The May- 
flower Publishing Company, 1948. Pp. 188. 8s. 6d.) 


Ir is both fashionable and interesting to enquire why the 
American standard of living is so much higher than that of Europe. 
Mr. Ord knows all the answers, and displays them with a certainty 
not found in more academic studies of this problem. Unfortu- 
nately to accept Mr. Ord’s analysis involves the acceptance of 
bad statistics, wild assertions, illogical arguments and contra- 
dictory statements. 

Mr. Ord’s main argument is based on the following figures 
(p. 131) of changes in real wages since 1814 in the United Kingdom, 
the United States, France, Germany and Russia : 

1814. 1880. 1914. 1920. 1939. 1947. 


American . . ‘ 1 3 6 64 8 8} 
British , ‘ . 1 3 + 3} 4} 4 

French and German . 1 2 23 2t 2} 2} 
Russian _ _ — 1 2} 1} 


Although these figures are widely different from any published by 
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the main authorities in this field, Mr. Ord does not explain how he 
has obtained them. It is, indeed, difficult to take seriously an 
argument which is based on the assumption that the level of real 
wages in the United Kingdom in 1947 was no higher than in 1914. 
Mr. Ord’s use of these figures is most confusing. For although 
they relate to real wages, he writes as if they can equally well be 
used as a measure of real income per head of the total population, 
real income per head of the occupied population or output per head 
in manufacturing. 

Mr. Ord concludes from these figures that the year 1880 was 
the turning point in British economic history. Before then 
“ British production of real wealth per head of the population was 
the highest in the world” (p. 38). Since 1880 Britain has been 
sliding downhill. Mr. Ord is sure that this decline is due to the 
mistaken economic policy followed by British Governments. 
Other countries of Europe have followed a similarly disastrous 
policy. Everything that European Governments have done in 
the economic field since 1880 has encouraged the growth both in 
business and Government of a non-productive bureaucracy 
which has kept down European standards of living. So Mr. Ord 
concludes that ‘‘ the Government determines, by its industrial 
policies, the level of reward that the masses in each country will 
receive” (p. 94). ‘‘ Bureaucracy, then scientific management, 
and lastly the application of the planned economy to the affairs 
and the industries of the nation were respectively responsible for 
the starting, continuation, and the intensification of the British 
industrial decline” (p. 185). The United States, by contrast, 
has forced business to be efficient by stopping the growth of large 
units through the operation of the Sherman Act : and has avoided 
the growth of a bureaucracy by refusing to play with planning. 
“Had Britain adopted the social and industrial policies that 
Americans use, there would be nothing to choose between the two 
countries either in the efficiency of their industries or in the 
prosperity of their people ”’ (p. 19). 

Mr. Ord tries to show that all attempts at Government plan- 
ning in the past have resulted in slowing down economic progress. 
In Chapter IV he argues that Government planning in the 1914-18 
war was damaging to British industrial efficiency and that this 
is proved by the fact that real wages in 1919 were lower than in 
1914. In Chapter X he argues that the experience of the British 
and American aircraft industries in the recent war points to the 
same conclusion. For the performance of the American industry 
was superior to the Britisii, and while the American was run by 
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business men, the British was ‘‘ overplanned into inefficiency ” 
(p. 129) by the Ministry of Aircraft Production. 

Now Mr. Ord does not argue that Government or large-scale 
business planning retards industrial progress because it dis- 
courages initiative or leads to wasteful and unco-ordinated output. 
He rests his whole case on the growth of a non-productive 
bureaucracy, which contributes nothing to material output, but 
has to be given a share of the product. According to Mr. Ord it is 
this increase in the ratio of non-productive to productive workers 
in Europe which accounts for the big difference in efficiency 
compared with the United States. Besides this, differences in 
capital equipment, national resources and methods of production 
are of minor significance. ‘‘ With tools, methods and pace equal, 
the Americans would still have been twice as well off as the 
Germans in 1938 because they would have had twice as large a 
proportion of their population doing productive work ”’ (p. 89). 
But what has to be explained is the large difference in output per 
operative in manufacturing between Europe and the United States, 
and Mr. Ord’s argument about the ratio of productive to non- 
productive workers in the economy as a whole is irrelevant to this 
issue. 

When Mr. Ord is not riding his non-productive hobby horse he 
has some interesting things to say. The discussion of the 
experience of American firms setting up branch factories in Europe 
is most instructive. The American firms sent some of their best 
managers to these factories and often equipped them with 
exactly the same tools as the parent factories in the United States. 
Yet their output was much below American levels of efficiency. 
“The working pace of their productive workers and restrictive 
practices of their trade unions remained unalterably at the level 
usual in the country concerned. The practices of management 
in detail and the number of non-producers required to run a 
business of a given size stayed at European, rather than at 
American levels ”’ (p. 69). If Mr. Ord had dealt with the experi- 
ence of these firms in more detail instead of roaming wildly over 
the whole field of economic and industrial policy, this book would 
have been much more useful. 

Mr. Ord develops his argument in a breezy style and in order 
to retain his reader’s interest intersperses his economic and 
political analysis with stories of his experience as an industrial 
consultant and adviser to Governments. We are told how he 
made businesses pay when all others had given them up as hope- 
less; how he fulfilled contracts on time when others thought that 
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impossible; how he drew up an aircraft programme for the Air 
Ministry which was exceeded by an arrow margin; how he forecast 
correctly the peak level of American aircraft output in the recent 
war; and how he managed “ when short of time . . . to analyse 
a business, assess the improvement that was possible, and outline 
the policy necessary to achieve the results, all within a week or ten 
days’ (p. 167). Clearly industrial consultants, if they are as 
good as Mr. Ord, should not be included in the category of non- 
productive workers. 
E. DEvons 
University of Manchester. 


Modern Business: An Introduction to Principles and Problems. 
By Luoyp V. Dovatas, Rospert O. Skar and Ray G. PRICE. 
(New York and London: McGraw-Hill, 1948. Pp. x + 417. 
218.) 

Introduction to Business. By Epwin H. Spencer and Jacos 
Kuen. Third Edition. (New York and London: McGraw- 
Hill, 1948. Pp. xiii + 671. 27s.) 


THE first of these two textbooks is addressed to general 
as well as business students and is intended to serve as the basis 
of a school course. 

The book begins with a discussion of the nature of business 
and its general machinery such as communications, money and 
credit. It goes on to examine the problems of starting a business 
such as organisation, finance, location, the problems of manu- 
facture and of marketing. It then discusses the division of the 
proceeds of business, the consumer’s problems in buying goods 
and services and the provision of certain services through the 
State. The concluding section contains chapters on the business- 
cycle, problems of the capitalist system such as tendencies to 
monopoly, employer-employee relationships and business ethics. 
The book is, of course, written against the American legal and 
institutional background. Although descriptive rather than 
analytical in approach, Modern Business is written with an 
underlying awareness of economic forces and problems which 
gives the text coherence and should arouse and guide the interest 
of the reader. In particular, the questions, case problems and 
projects at the end of each chapter are designed to encourage the 
student to find things out for himself. 

The least satisfactory parts of the book are those where the 
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authors wander away from business and into more general fields. 
The distribution of the national income cannot satisfactorily be 
discussed in a chapter or two in a book of this kind. Some of the 
statements are platitudes; for example, “It is not our purpose 
to make any dogmatic statement as to whether profits are too 
high, or too low or just right. That may be a matter of opinion 
even after the facts are revealed’ (p. 300). Others are almost 
certainly wrong; for example, “.. . the adequacy of wages, 
the fairness of prices charged customers, the question of reasonable 
profits to the proprietors, and efficiency of operation may be 
largely determined by a study of these [business profit and loss] 
statements ”’ (p. 299). 

There are one or two other matters which the authors might 
consider for the next edition. One cannot say that “it would 
not be feasible to have two or more competing companies” 
(p. 375) running a city transport system, because it has been done 
and, some would say, efficiently done. The recommendations of 
the Twentieth Century Fund Committee on Distribution (p. 209) 
are interesting, but without elaboration some of them will be 
unintelligible to the student of this book. In dealing with the 
need for accounting and statistics a more cautious note should 
be struck. The statement that ‘“‘even in a small business, 
personal observation is largely ineffectual and wholly inadequate ” 
(p. 162) is an exaggeration. 

In general, this book is sound and well written, but in the 
next edition it would be better to limit the field and to use the 
space thus saved to elaborate some of the subjects, for example, 
in the section on manufacture, which have been dealt with too 
briefly. 

Introduction to Business, of which this is the third edition, is 
intended to serve rather a different purpose. Its aim is to provide 
a “realistic exposition of American industry, its organisation, 
operation and management ”’ as an introduction to “ advanced 
courses in statistics, accounting, management, finance and other 
offerings in economics.”’ The scope will be seen from the headings 
of the nine sections, which are as follows : Business Organisation, 
Managerial Control, Industrial Management, Labor Relations, 
Marketing Methods, Pricing Problems, Financing Methods, 
Problems in Taxation and Insurance, Industrial and Economic 
Planning. Each of the twenty-nine chapters ends with a list of 
questions and problems and there is a list of references for further 
reading and a catalogue of films and other visual aids for class- 
room use. The book is packed with illustrative material, and 
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the whole is a very readable description of American business 
practice and problems. 

Some teachers of “tool” subjects such as accounting and 
statistics would question whether much is to be gained from the 
summary reference to their subjects which is all that is possible 
in a book of this kind. However, brief general surveys of the 
tools of business in relation to the problems they are designed to 
solve, written as part of an introductory review of the whole 
field, may help to make subsequent specialised study more 
intelligible. The more important question is whether elaborate 
description gives the best help to a student beginning the serious 
study of business or whether greater emphasis should be put on 
analysis than is the case in the book under review. 

It is where economic analysis would be most helpful that this 
book is at its weakest. For example, the authors, in reference 
to the social framework of business, make the following state- 
ments. ‘‘ Service instead of selfishness, co-operation instead of 
ruthless competition, self-government rather than strict social 
control—these are some of the characteristics found in the new 
business procedure. Individualistic concepts are gradually being 
abandoned, and in their place are being introduced the motives 
of planning, co-operation and the advancement of the general 
welfare’ (p. 4). “‘ The desirability of perfect co-ordination and 
stabilisation of economic processes is unquestioned” (p. 502). 
Excellent for an after-lunch speech at a trade-association meeting, 
but valueless from the point of view of making students think. 

On the economics of the firm there is also some pretty loose 
writing. For example, on p. 468 we are told that it will pay to 
instal high-speed wrapping machinery only if it can be kept 
continuously fed. In place of this arbitrary statement, which may 
in some cases be wrong, the student could be given quite simply 
the economics of the situation, which would then stand him in 
good stead in considering similar problems. On p. 439 the 
authors say “‘. .. it is in the interest of the producing organ- 
isation to obtain as great a spread as possible between costs and 
selling prices—if not in individual transactions, at least in the 
aggregate of its business.” This might make it appear as if the 
authors considered it more important to maximise unit profit 
than aggregate profit. On the same page the following statement 
appears. “The business executive is primarily interested in 
seeing the goods and services of his firm sold in sufficient volume 
and at profitable prices.” What is a “sufficient”’ volume? Is 


it really so difficult to express simply the notion of maximising net 
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revenue and to show the student which are the important variables? 
A very good discussion of the problem of site-finding is prefaced by 
the remark “ The solution, superficially, is to select that site which 
will yield the greatest revenues over a period of time at the least 
cost. But to the industrial manager that is no answer at all—it 
is merely a statement of the problem ” (p. 185). True enough, 
but if the problem is to be expressed in general terms it could be 
done more accurately. One does not necessarily seek out loca- 
tions which have the lowest cost and choose the one among these 
which has the highest revenue-earning power—which is one of the 
meanings that could be given to this statement. If revenue is 
influenced by siting it may pay to choose an altogether more 
costly site. The authors are, of course, perfectly well aware of 
this and a little care would enable them to express the generalisa- 
tion and discuss it in such a way as to help the student. What is 
required is that the book shall be revised in the light of economic 
analysis in such a way that the reader will be encouraged and 
assisted to start thinking for himself. If this were done a 
useful descriptive account of business would be strengthened into 
a good textbook. 
Rona.p 8. Epwarps 
London School of Economics. 


Trade of Nations. By Micuart A. Hemperrtn. (London and 
New York: Longmans, 1948. Pp. xix + 234+ vii. 19s. 6d.) 

The Awakening. By L. S. Amery. (London: Macdonald, 
1948. Pp. xvii + 272. 8s. 6d.) 


Mr. HEIPERIN is as thorough-going a liberal (in the British 
sense) as one is likely to find. He begins with a lucid restatement 
of the case for international specialisation, the utmost freedom of 
international investment and an international monetary system 
with many of the characteristics of the gold standard. In 
monetary matters he would not, indeed, go as far as the constitu- 
tion of the international monetary fund, since he is unwilling to 
tolerate exchange control even for regulating short-term capital 
movements or for rationing scarce currencies, and would prefer to 
see formulated some more precise rules of the game ‘“‘ comparable 
to the unwritten but rather clear rules of the gold standard.”” He 
then goes on to attack economic nationalism in all its forms. Few 
economists will fail to enjoy the results of his researches into what 
he calls ‘‘ old-fashioned protectionism ”’ as manifested mainly in 
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the evidence brought before the House of Representatives 
Committee on the extension of the Reciprocal Trade Agreements 
Acts. 

In his strictures on the brands of economic nationalism which 
he associates with the pursuit of full-employment policy, however, 
fewer readers are likely to be in sympathy with him. It is 
unfortunate that he adopts a somewhat niggling attitude towards 
the term full employment itself, ignoring the fact that what is 
really under discussion is what the British White Paper on employ- 
ment policy calls simply but adequately a high and steady level of 
employment. It is unfortunate, too, that he is content here with 
such platitudinous statements as the following (p. 100), ‘‘ aside from 
exceptionally serious depression the real choice does not lie, 
however, between employment at any cost on the one hand and 
unemployment on the other. Actually it lies between the various 
ways of securing employment and between the various ways that 
the economic system can be made to function.”” The choice, if it 
is a choice, between more employment at any price and rather less 
employment distributed in a way more consistent with the prin- 
ciple of comparative advantage, has been discussed ad nauseam. 
It is to be hoped that those who deal with it in future will discuss 
more fully how far the choice is a real one, and this discussion 
surely must be in quantitative terms. 

Mr. Heilperin’s approach throughout this part of his subject is 
characterised by what one suspects is a failure to understand the 
doctrine of the foreign-trade multiplier and a failure equally to 
appreciate the economic necessities of a world which is so far from 
equilibrium that a complete balancing of payments between the 
two hemispheres brought about by the price mechanism would 
involve starvation and stagnation in one of them. In a world 
of this kind, reservations with regard to non-discrimination, such 
as those contained in the Havana Charter, have virtues which Mr. 
Heilperin apparently fails to see. 

In the third part of his book, Mr. Heilperin looks rather further 
into the relations between international trade and national 
prosperity. The “ chicken and egg ’”’ argument, however, about 
which of the two comes first, is likely to be even more troublesome 
to the reader than to the author, who gives little convincing 
ground for the priority which he accords to foreign trade. It is, 
in fact, not very difficult to state the relations between the two. 
World employment depends on world investment. For any given 
part of the world, the relative importance of internal investment 
and the foreign balance as determinants of internal prosperity 
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should be clear enough, but no comparison to the relative sizes or 
variabilities of these two determinants for different countries ever 
enters Mr. Heilperin’s discussion. He concludes, agreeably 
enough, that an international anti-depression policy is as necessary 
for the world as an international policy for the freeing of the 
channels of trade, but his remark (p. 130), that ‘‘ domestic expendi- 
ture cannot take the place of foreigners’ expenditure because 
the former would be directed towards other goods and services 
than the latter,” is only very partially true, and enables him 
to dismiss the essential truth in the dictum that national 
prosperity (meaning an appropriate internal investment policy) is 
an international duty. These characteristics of Mr. Heilperin’s 
argument are part, indeed, of what appears to be a general failure 
to distinguish between remedies for unemployment which have 
“ beggar my neighbour ”’ effects and those which have not. 

There is no space here to comment on the author’s analysis of 
inter-war economic policies, except to say that this analysis leads 
him to support Professor Viner’s suggestion that a world invest- 
ment organisation, with vastly larger resources than the present 
international bank, is a means of stabilising and adjusting the 
general and regional levels of economic activity. 

His final section on the United States and the world economy 
follows fairly familiar lines, but nothing is to be gained by his 
attempt to exaggerate the United States’ dependence on the state 
of external trade. American responsibility for the prosperity of 
the rest of the world will have to be founded in the long run on an 
appreciation of the fact that most economies are vastly more 
dependent on international conditions than is the United States. 

Mr. Amery cannot be said to correct the bias which has been 
indicated in Mr. Heilperin’s book except in one or two particulars. 
Mr. Heilperin’s advocacy of free trade ignores most notably the 
force and wide application of the infant-industry argument. Mr. 
Amery exalts this argument into a general principle, applying even 
to a country like the United Kingdom, which is already dependent 
on manufactured exports and whose industries are, alas, all too 
far from their infancy. It is, indeed, hard to see how so firm a 
supporter of List can reconcile that support with an advocacy of 
free (or relatively free) trade within an area like the British 
Commonwealth, which comprises communities at every stage of 
economic development. The infant-industry argument surely 
suggests that the areas which might most fruitfully form customs 
unions are areas at similar (preferably early) stages of growth. 
It would be interesting, too, if Mr. Amery had compared the mone- 
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tary characteristics of the Bretton Woods agreement, which is his 
béte noire, and the arrangements constituting the sterling area, 
for which he has so high a regard. The reader may have difficulty 
in finding such differences between them as would justify the 
extreme diversity of his attitudes in regard to them. 

Mr. Amery’s emphasis on the instability of the American 
economic system may also, perhaps, be regarded as providing a 
corrective to a second bias in Mr. Heilperin’s book. Whereas 
Mr. Heilperin, like so many American observers of the post-war 
scene, puts on sack-cloth and ashes, Mr. Amery refuses to take 
these symbols of repentance seriously and insists on projecting 
past experience of American behaviour into the future. On the 
other hand most economists are not likely to regard Mr. Amery’s 
pugnacious propensity to favour every kind of positive weapon 
of commercial policy as a proper corrective of the liberal bias in 
favour of freedom of trade. The world must surely aim at some 
international modus vivendi in economic matters; to advocate 
straightforward aggression in commercial policy without even 
mentioning the inevitability of retaliation can hardly count as 
advocacy of an alternative of the free-trade system or any other. 
It is, in fact, an advocacy of chaos. The reader may, moreover, 
be inclined to ask whether Mr. Amery has considered which 
countries would be likely to win in a world of unrestricted economic 
warfare. Those which are most dependent on external trade? 
Or those which are less so? It is relevant to notice that even the 
British Empire and Commonwealth taken as a whole is still twice 
as dependent on trade with areas outside itself as is the United 
States of America. To change this may be an object of Mr. 
Amery’s policy, but it would take a great deal of changing, and the 
attempt would impose an enormous strain on the bonds that exist 
between the British countries. 

A. J. Brown 
University of Leeds. 


American Banking System. By R. 8S. Sayers. (Oxford: 
Clarendon Press, 1948. Pp. v +130. 7s. 6d.) 

Tuts excellent little book which grew out of lectures delivered 
at University College, London, in 1947 fulfils its purpose admirably. 
English students of American banking may be referred to a very 
large number of bulky and elaborate volumes by American 
authors, but they will not find to their hand any convenient and 
up-to-date account which combines clarity with brevity and which 
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leaves them with an adequate picture of the whole system. 
Professor J. H. Jones’s T'he Federal Reserve System did something 
to meet this need; but many changes in technique and of banking 
policy have occurred since 1927, when the latter volume was 
published. Professor Sayers’s present volume is modestly 
described as a “‘ general and up-to-date sketch in the compass of an 
evening’s reading.” ‘The intelligent student who has spent one 
such evening will, however, profit from a slower and more careful 
reading, and if his interest leads him further he will be less at sea 
when he tackles the larger and more detailed American studies of 
which there are plenty. 

About one-half of the volume is generally descriptive, and 
covers a general view of the American banking structure, the 
structure of the commercial banks and the constitution and 
government of the Federal Reserve System. The second half, 
which deals with the control of the quantity and price of credit and 
qualitative control, contains the more important part of the book, 
which is rounded off with a chapter on some reflections by the 
author. Much has happened since the Federal Reserve System 
was created to provide the country with an elastic currency and 
to meet the seasonal and temporary requirements of the member 
banks. The fact that the new system was immediately made 
subject to war conditions brought it more quickly to recognise its 
larger responsibilities in the formulation of national credit 
policies with a wider economic significance. Professor Sayers 
rightly remarks that with this broadening of the purposes of the 
system it becomes less easy to disentangle the various techniques 
which are employed to influence the general credit position of the 
country. 

Of particular interest to English students perhaps is the pro- 
vision made for the variation of reserve ratios because while State 
legislation still looks on cash reserves from the angle of con- 
vertibility, Federal banking law has come to regard reserve 
ratios as an instrument of credit control. The Thomas Amend- 
ment which made this possible in 1933 was a temporary expedient, 
but two years later the powers of the Board of Governors in this 
respect were made permanent, provided the power was used “ to 
prevent injurious credit expansion or contraction ’’’ which, as 
Professor Sayers remarks, is ‘‘ a phrase wide enough to content any 
central banker.” 

The second feature of particular interest was the development 
of the stable-bond-market policy which, though influenced in some 
measure by developments in economic theory on the relation 
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between interest rates and economic activity, was induced in the 
late thirties by a technical situation bound up with the system of 
varying reserve ratios. Large sales of bonds by banks which had 
to hold larger legal reserves threatened to disturb the bond 
market unduly, and to reduce this disturbance the System found 
itself obliged to indulge in some open-market purchasing of 
securities. But during the war years considerations of war 
finance led to a development of what had been a temporary 
expedient into a more definite policy. In 1942 the provision in the 
original Federal Reserve Act which prohibited the Reserve 
Banks from making direct purchases of government securities from 
the U.S. Treasury was removed, first as a temporary expedient 
but later as a permanent change. The original prohibition had 
been introduced in order to prevent the Federal Government from 
using the System as an instrument of inflationary finance. It is 
true that a limit of $5,000 million was placed upon the amount of 
government securities which might be directly purchased by the 
Reserve Banks and held at any one time, but the question remains, 
and it is one with which Professor Sayers could hardly deal within 
the limits of the present volume, whether the removal of the original 
restriction has not been carried too far and whether new or alterna- 
tive safeguards would not now be warranted. 
D. T. Jack 
King’s College, 
Newcastle upon Tyne. 


Bank for International Settlements, Eighteenth Annual Report. 
(Basle : Bank for International Settlements, 1948. Pp. 174.) 


THE amount of statistical material now available and the 
complexity of monetary problems in Europe render the eighteenth 
Annual Report of the Bank for International Settlements an 
exercise in compression. Although the task is done with the skill 
and clarity now established as traditional in these reports, this one 
remains stiff reading for those not already familiar with the subject. 
It deserves, however, to be read by a wider public, not only as a 
digest of statistics, but also as a guide to policy. For this latter 
purpose some expansion of the general comments and conclusions 
would be most welcome. These are pungent but tantalisingly 
brief. 

To achieve such expansion without producing an overgrown 
volume it is suggested that this report be confined more strictly to 
monetary affairs. Sections of the present report, such as much of 
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Chapter 2, are merely a summary of the report published by the 
United Nations Economic Commission for Europe entitled A 
Survey of the Economic Situation and Prospects of Europe. As it 
seems probable that such surveys will continue to be produced 
there appears to be a case for division of labour. 

A further reform of the structure of this report may be 
suggested. The Budget Policies of many countries are reviewed 
in Chapter 3, and Credit Policies in Chapter 8. Although it is 
illuminating for some purposes to be able to make international 
comparisons of each of these policies separately, they are now so 
interdependent that it would be preferable to consider them 
together. In order to obtain a clear picture of the monetary 
policy of any one country under the present arrangement it is 
necessary to read the relevant sections in both chapters. Nor is 
the result entirely satisfactory in all cases even when this is done. 

The fact that Belgian policy has been distinctly different from 
that of many other countries of Western Europe, such as Britain 
and the Netherlands, is briefly noted (pp. 47, 57 and 131). But 
no attempt is made to analyse the extent to which credit control, 
including a rise in interest rates, and strict regulation of com- 
mercial banks to prevent over-expansion of loans, has proved an 
effective substitute for the rigorous physical controls and heavy 
taxation needed to restrain inflation in countries more faithful to 
“cheap money.” One indication is given (p. 99) by the steady 
appreciation of the Belgian franc in the Swiss bank-note market, 
but such an index must obviously be treated with reserve. The 
choice of policies illustrated by Belgium is one of major importance. 
References to it are numerous throughout the report : the slight 
revulsion from the extremes of “‘ cheap money ” in many countries 
(p. 123 et seq.); the dangers of reliance on physical controls in such 
countries as France where the administrative machine cannot 
stand the strain (p. 68); the damaging effects of detailed controls 
in slowing down international trade where “ dispatch is the soul of 
business ” (p. 87); the problems of incentives imposed by reliance 
on large budget surpluses and high rates of taxation (p. 58). 
These comments are pertinent, but need co-ordination. 

The description of the financial condition of Western Germany 
is inadequate. This is the more surprising in view of the emphasis 
rightly placed on the German position in the United Nations 
“Survey ” quoted above. It is to be hoped that this deficiency 
will be made good next year when it will be possible to include a 
description of the currency reform. 

Certain minor points must be mentioned briefly. Although 
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such a report as this must rely largely on official statistics, it would 
be helpful if in future reference were made to such informed 
criticism as the calculations by Mr. Tress in the London and 
Cambridge Economic Service Bulletin of May 1948. These include 
a revision of the official figure of dis-saving by public authorities 
in Britain in 1947 from £135 million reproduced in this report 
(p. 54) to £336 million. 

The British objections to the multiple currency system 
introduced by France during January 1948 (pp. 91-93) deserve 
more explanation, as certain of the fears then expressed were in 
fact realised ; for example, French purchases of goods in the 
sterling area for resale to the dollar area. For it seems likely that 
such incidental disadvantages to others will always tend to be 
under-estimated by the originators of such schemes. 

R. F. HENDERSON 
Corpus Christi College, 
Cambridge. 


The Australian Coal Industry. By A. G. L. SHaw and G. R. 
Bruns. (Melbourne University Press (Cambridge Uni- 
versity Press), 1947. Pp. x + 197. 17s. 6d.) 


Tuts is an extremely interesting book which in many respects 
brings up to date Professor Mauldon’s wel'-known book on The 
Economics of Australian Coal. Its scope may be briefly indicated 
by the chapter headings : Introduction; The Market for Austra- 
lian Coal; The Production of Coal in New South Wales; Coal 
Production in Other States; Wages in the Coal Mining Industry ; 
Health and Safety of Miners; Industrial Strife; The Future of 
the Industry. 

The authors are not optimistic about the future for Australian 
coal. They argue that both the supply of and the demand for 
coal are insensitive to price variations. As a result, competitive 
adjustment to changing market conditions is extremely painful, 
falling demand being met by fierce price competition in an effort 
to maintain output, this leading in turn to pressure on wages and 
industrial strife. During the recent war demand has risen and, in 
spite of some expansion in output above pre-war levels, the trend 
has been downwards since 1942, so that coal is still in short supply. 
It is suggested that, as conditions return to normal, the long-term 
trend of demand will continue downward as before the war, with 
resulting excess capacity, low prices, intermittent employment, 
pressure on wages and industrial unrest. This emphasises the 
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urgent need for consideration of the future organisation of the 
industry and the pros and cons of alternative forms of organisation 
are discussed at some length. 

This thread of argument gives unity to the treatment and makes 
more attractive what might easily have become a very dull 
descriptive study. But it is not maintained consistently through- 
out, and occasionally it is difficult to agree with the conclusions 
drawn from the evidence presented. Thus it is stated that the 
world demand for coal has shown a tendency to fall since 1910, 
whereas the evidence shows it to have been increasing slightly, and 
in reaching their depressing conclusions about future demand for 
Australian coal the authors appear to have considerably under- 
rated the possible effects of further industrialisation in Australia 
and the Far East. Moreover, there is a great deal of evidence to 
suggest that competitive price cutting before the war was not 
without effect in maintaining output. If this was so, cartelisation 
(towards which the authors show a certain tenderness) would have 
had the effect of exaggerating output fluctuations. 

The book is also somewhat marred by a certain looseness of 
argument. The distinction between the effect on demand of a 
change in price in a given market situation and the effect of a 
change in the market situation itself is not always clearly made. 
Partly as a result of this and partly as a result of an effort to main- 
tain a consistent line of argument in spite of inconvenient facts the 
writing is sometimes confused. Examples of this occur on page 6, 
where figures of consumption per head are introduced in a dis- 
cussion of aggregate demand, and on page 44, where the following 
sentence appears: ‘Coal production has shown a long term 
tendency to decline—partially concealed by the expansion of 
industrial activity—and this was only partly arrested between 
1932 and 1939 when low prices still depressed the industry.” 

The book, then, is not a particularly careful or closely reasoned 
piece of work. There are also some surprising gaps which may, 
however, be explained by the fact that the information is not 
available. We are told very little about available reserves and 
the probable cost of their exploitation, there is no analysis of the 
wages structure, and the information provided on costs, prices and 
proceeds is very scrappy. Further treatment under these heads 
would have permitted closer analysis of the future prospects of the 
industry. 

Some points are of particular interest to English readers anxious 
to seize on points of comparison and contrast between the Aus- 
tralian and British coal industries. Output per man-day in the 
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most important coalfield (that of New South Wales) reached 3-5 
tons in 1938 (having increased by 42% between 1927 and 1938); 
also the scope for further mechanisation would appear to be con- 
siderable. Future cost and price reduction may therefore 
considerably sustain the demand for coal, and this makes all the 
more surprising the authors’ gloomy view of the future and their 
leaning towards some form of cartelisation. Equally interesting 
is the discussion of industrial strife in the industry. In Australia, 
as in Great Britain and the United States, coal accounts for the 
greater part of industrial unrest—a fact which suggests that some- 
thing inherent in the nature of the industry is responsible. In this 
connection much importance is attached to past traditions of 
mutual hostility and ill-will, but there is a good deal of evidence 
in the book to support the present writers’ contention that 
variability of natural conditions, producing a complex and 
anomalous wages structure certain to be a fruitful source of 
conflict, is mainly responsible. 

The book bears few of the usual marks of joint authorship and 
the authors are to be commended on having produced a book 
which, in spite of its faults, makes enjoyable reading. It should 
be read by every student of mining economics. 


Cardiff. 


A. BrEAcHAM 


The New India. By Sir AtuL CHANDRA CHATTERJEE. (London 
and Bombay: George Allen & Unwin, 1948. Pp. 195. 
8s. 6d.) 

THE Economist has recently said that “It is not easy in this 
country to make the mental re-adjustment required to think of 
India as an independent power playing a leading rdéle in world 
affairs ’’ and that “‘ The British built in India more solidly than they 
knew.” Sir Atul Chatterjee’s admirably concise account of the 
Indian scene on the eve of Partition will help the reader to make 
this readjustment and points to a number of directions in which, 
under British Rule, sound construction was undertaken. 

The New India looks more to the past than to the future, and is 
concerned more with social and economic developments than with 
constitutional details. Its main object is to give those who have 
not hitherto followed closely the course of events in India some 
idea of the main factors which, under British Rule, led to the 
demand for, and power to achieve independence, and of the social 
background which will necessarily control the trend and pace of 
constitutional and economic development in the future. Without 
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detriment to his vivid and easy style, the author has contrived to 
summarise in masterly fashion his views on the fundamental 
factors and influences that have moulded the recent social develop- 
ment of his complex and heterogeneous country. 

The reader must not, however, expect an analysis of the 
problems and results of Partition, or recommendations for the 
solution of these problems. Sir Atul Chatterjee adumbrates no 
“Plan.” It is clear that the bulk of the book was written before 
August 15, 1947, and it is unfortunate (for author and reader 
alike) that it was not published then, rather than at a time when 
many readers will hope to find clearer guidance than can be 
obtained from the Press on such matters as the rights and wrongs of 
the Kashmir and Hyderabad disputes, and the probable future 
relations between India and Pakistan. The book, therefore, is 
of historical rather than of topical interest, but—accepting this 
limitation—I know of no other volume of comparable size which 
gets the Indian Problem in better perspective. 


VERA ANSTEY 
London School of Economics. 


From Tolpuddle to T.U.C. By G. E. Fussety. (Slough: 
Windsor Press, 1948. Pp. 148. 6s. 6d.) 


Tus book tells the story of the long struggle of the farm- 
workers from the riotsand transportations and theseven-shillings-a- 
week wage of 1830 to the well-established Unions and the Statutory 
Minimum Wage of the present day. Many factors played their 
part in the drama—the Corn Laws, agricultural depression, the 
franchise, the coming of social legislation and the misery and dis- 
content of the workers. These last found expression in strikes and 
disorders and in the formation of Unions which rose and fell as 
conditions for their success were favourable or impossible. 

The author is well qualified for his task. As an historian he 
has to his credit much research into the history of English agri- 
culture, as is shown by the list of his contributions to the subject 
printed at the end of the book. He enriches his pages with many 
records of incidents in the struggle, taken from the writings of 
such leaders as Joseph Arch and George Edwards and of Lord 
Snell. And in truth many of their experiences were bitter in the 
extreme. It is over forty years since the writer of this review 
heard George Edwards tell from a public platform the story of how 
his father, a farm labourer, returning home after his day’s work 
was stopped by a policeman and compelled to disclose the contents 
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of the bag that he was carrying. He was found to be bringing 
home five turnips to his starving family. He was arrested and 
sentenced to fourteen days’ hard labour. As a result he lost his 
work, and his family had to spend the whole winter in the work- 
house. This was in 1854 when wages were eight shillings a week. 

The impression made on the mind of the reader of this book is 
of the extreme difficulty of organising the workers on scattered 
farms where the relations with the employers, some of whom were 
harsh and some charitable, were personal and even feudal. 
Organisations sprang up, but only to die away again under fear 
or disappointment or prolonged unemployment. After the 
tragedy of the Tolpuddle Martyrs in 1834, there was no further 
attempt at Trade Unionism for thirty-five years, though the 
bedrock of misery was reached in the late forties. Then in the 

seventies came the amazing success of Joseph Arch, who enrolled 
, 70,000 members in his National Union while the total number in 
the country, including the smaller Unions, was estimated at 
150,000. The triumph was short-lived and thirty years of de- 
pression followed. In this century the Workers Union and the 
National Union of Agricultural Labourers built up their member- 
ship and were well established when war came in 1914. 

Mr. Fussell’s history brings out very clearly the fact which 
George Edwards recognised in his day: that organisation alone 
without legislative backing would never secure or maintain a 
reasonable wage. The difficulties were too great. Attempts had 
been made in some quarters to obtain, through the Unions, allot- 
ments or small holdings for their members; others started Sick 
Clubs as a further inducement to the men to join and to keep in 
their Union. Both these attempts failed through lack of funds. 
The small subscriptions that farm-workers were able to pay were 
quite inadequate to finance such schemes. But apart from their 
task of pressing for higher wages the Unions played their part in 
helping to make the farm-worker politically conscious, en- 
couraging him to use the franchise when it came in 1884, and thus 
helping to bring to birth the County, District and Parish Councils 
which brought local democracy to the countryside. And later the 
Education Act of 1870 began to have its effect, while Old Age 
Pensions and Health Insurance followed in due course. 

But the great landmark as far as the wages of the farm-worker 
are concerned was the Corn Production Act of 1916. This 
securec for him a rate of wages controlled by the Agricultural 
Wages Board. Except for a brief interval between 1920 and 1924, 
statutory wages had come to stay. 
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It is good that this book has been written, so as to place on 
record a vitally important chapter in English history from which 
many lessons may be learnt, and that in such a way as to be 
attractive to the general reader. For the help of the student a 
bibliography, together with critical studies of source books 


covering seven pages, closes the volume, 
Ciara D. RackHam 


Cambridge. 


The Social Background of a Plan: A Study of Middlesbrough. 
Edited by Rut Guass for the Association for Planning and 
Regional Reconstruction. (London: Routledge and Kegan 
Paul, 1948. Pp. xiv + 268. 42s.) 

Tuts book is a nightmare : on reading it one finds oneself back 
in the atmosphere of Edwin Chadwick’s Sanitary Condition of the 
Labouring Population or of Engels’s Condition of the Working 
Classes—both published more than a century ago. Not that Mrs. 
Glass and her co-authors have set out deliberately to paint horrors : 
by no means. They were set the task of making a social survey as 
part of the necessary basis for a reconstruction plan, and they went 
to work in a spirit of scientific investigation and kept to that 
spirit as far as their somewhat meagre resources allowed. The 
effect is all the more striking; and it makes one wonder of how 
many other industrial towns built in the nineteenth century a 
similar picture would emerge if the same methods were applied. 
In Middlesbrough, at any rate, what we are given is a record of 
formless growth which has produced a great urban community 
lacking in almost every essential for the living of the good life. 

Middlesbrough is not an old town swelled to hugeness, but a 
creation of nineteenth-century industrialism. It grew up along its 
water-front ; and as its size increased the houses spread out south- 
wards, and, to east and west, smaller neighbouring centres were 
gradually engulfed. The growth was entirely unplanned ; and 
even when, in the present century, housing estates were developed 
on the outskirts, nobody thought of equipping them with any 
amenities or even, till long after the need had arisen, with schools 
and shops. Meanwhile, as the more prosperous inhabitants 
moved out, the old centre of the town, except for a small area 
devoted to offices, main shops and amenities near the railway 
station, festered into slums. No one thought of improving the 
schools in these central districts: so that now they consist of 
grossly obsolete buildings, hemmed in from light and air, with no 
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play room, no amenities and no access to open fields, which lie 
much too far away for more than an occasional visit. Out of 
twenty-eight elementary schools now in use, seven were opened 
before 1875, another seven before 1900 and five more before 1914; 
and in most cases nothing, or next to nothing, has been done—or 
indeed can be done—to improve them. Shops, too, are mostly 
obsolete and wrongly placed in relation to the existing distribution 
of population : so that Middlesbrough has too few shops in all, 
and yet has a very high proportion of “‘ empties ”—mostly in an 
advanced state of decay. There is a gross deficiency of open 
spaces; and what there are, by being out of reach, fail to serve 
those who need them most. There are a few areas where rela- 
tively well-to-do people contrive to live in relatively pleasant sur- 
roundings; but for most of the population the town appears to 
have no redeeming merit—except of course that which belongs to 
the worst of places by virtue of being ‘ home.” 

Mrs. Glass in this book is only summarising the large mass of 
evidence collected by the small team of which she was in charge. 
She had, in many cases, to use somewhat sketchy methods of 
investigation because time and man-power were short. But the 
results are so striking that they could hardly be modified appre- 
ciably by more thorough statistical study. Even the widest 
allowance for possible error leaves the indictment black enough. 
To the main study Mr. A. E. Smailes provides a short but excellent 
background account of the geographical and economic factors, 
including a brief summary of the town’s industrial history since 
Bolchow and Vaughan set up their first works in 1840. This 
survey brings out very clearly the excessive dependence of the 
area on the steel industry (especially Dorman, Long), though the 
position has been modified by the growth of the great I.C.I. works 
at Billingham across the river (and outside the area covered by 
Mrs. Glass’s study). Inserted at the back of the volume is a use- 
ful series of folding maps—useful both for the information they 
convey and for the light they throw on the right use of mapping 
in social survey work of this non-exhaustive type. Altogether, 
Mrs. Glass is to be congratulated as much as Middlesbrough is to 
be deplored—and pitied for the immensity of the problems its 
civic authorities must face in order to make their town comply 
even minimally with the basic conditions of decent living as they 
are now conceived. 

G. D. H. Cote 
All Souls College, 
Oxford. 
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The Renaissance of the Individual. By Kurt Lacumanny, 
(London: Charles Skilton Ltd., 1947. Pp. xvi + 143. 
7s. 6d.) 


Tuts is a small book on a great subject—nothing less than the 
salvation of mankind from total slavery at the hands of organised 
power. Such a theme is suitable either to an essay or a treatise. 
The one might state the problem with the swift effectiveness of 
Thomas Carlyle’s essay, Signs of the Times (1829). The other 
would elaborate it with the analytical power of Marx’s Kapital. 
Dr. Lachmann’s book falls betwixt and between. It contains less 
than one hundred and fifty pages, and it is divided into short 
sections and sub-sections under large headings (GLOBAL Economy 
gets six pages). Evidently such a work can be little more than a 
plea, and pleas are not exactly what we want on a subject of this 
magnitude and urgency. For one thing, we have had so many of 
them this century that they have acquired the habit of sliding off 
the public’s intelligence like water off a duck’s back. It is to be 
feared that many people (most of all, the people who ought to read 
it) will shy away from Dr. Lachmann’s little book because it is just 
a little too long and too solemn to be read on a railway journey, 
while the few who have really thought about the subject will 
probably decide that they have read it all before, more subtly 
substantiated because at greater length, in Duguit, Berdyaev, 
Mumford, Wells and Streit. In fact, it is a little difficult to see for 
whom a book like this is written. 

This is a pity, because Dr. Lachmann’s intentions are admirable, 
his thesis is humane and his ideals are noble. The point he wishes 
to make is one that no lover of his kind would wish to controvert. 
It is, that the ultimate value, to which all other values should be 
subordinated, is the personality of the individual. The rescue 
and liberation of individual personality, he believes, is to be 
achieved only at the hands of a Universal Law, valid for all, to 
which appeal may be made by the afflicted subjects of state 
sovereignty. Dr. Lachmann believes that the basis for such a 
Universal Law already exists in the world. He is, indeed, really 
appealing to something very old in the history of Western man— 
Natural Law. Unlike many exponents of this perennial idea, 
however, he does not leave his readers with any vague notions as 
to what this law is. Perhaps the greatest virtue of his book arises 
from the fact that he is, above all things, a working jurist and not 
simply a moral philosopher. He is able to show, without straining 
our credulity, that a Supreme Court of International Justice has 
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already a proto-history. Moreover, he does not isolate the juridical 
problem from the problems of world economics. By linking his 
juridical analysis and proposals to the rest of life as it is lived, he 
has lifted his essay out of the ruck of optimistic blue-prints supplied 
by Federal Union enthusiasts. He makes plain what are the 
realities of our present situation, where the difficulties lie, as well 
as what are the alternatives if his thesis is ignored. 

Only two criticisms will occur to the sympathetic reader. The 
first is a criticism of the structure of the book. While it is 
refreshing to read a book in which the juridical and political dog 
wags the economic tail, I think Dr. Lachmann’s most impressive 
essay on the primacy of the juridical function of government would 
have been more effectively placed after, and not before, the section 
on the moral aspects of economic justice. The second is a criticism 
of what I think is an unjustified distinction. Dr. Lachmann 
makes a brave attempt to show that state-socialism is not state- 
capitalism. One may agree that the distinction ought to exist, 
but the trouble is that in fact it doesn’t. State-socialism as it is 
practised has given a greater fillip than anything else to that very 
doctrine of Austinian state-sovereignty which Dr. Lachmann sees 
as the enemy of the individual. The fact that he does not, or 
will not, see this, weakens his positive proposals at the most 
crucial point of his exposition. 

R. J. WHITE 
Downing College, 
Cambridge. 


Reason and Unreason in Society. Essays in Sociology and Social 
Philosophy. By Morris Grinsspere. (London: London 
School of Economics and Political Science, and Longmans 
Green, 1947. Pp. 327. 15s.) 


PROFESSOR GINSBERG is one of those rare sociologists who 
never forget that the mind which studies mind is part of its own 
subject-matter. This watchful habit gives to his work a tenta- 
tive, even hesitant, manner. His every conclusion is attended 
with the qualifications proper to a hypothesis. The argument is 
never closed, only postponed to a further stage of discourse in the 
light of new facts or a more qualitative examination of old ones. 
The method derives, of course, from the incremental method and 


the unflinching empiricism of modern science. Its application to 
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the study of mind owes most to Jeremy Bentham, J. S. Mill, 
Graham Wallas and L. T. Hobhouse. With all their rejection 
of the intellectualist fallacy and their recognition of the forces of 
unreason in the human make-up, the Fabian founders of the 
London School of Economics are essentially the spiritual children 
of the Benthamites. Professor Ginsberg’s book of collected papers 
is published by the London School of Economics and Political 
Science : the caution (on page v) that the author alone is respon- 
sible for the views expressed in it was scarcely necessary. We are, 
from beginning to end, in a world of conscientious objectivity, a 
world where a creative principle is suspect as evidence of a 
parti pris. 

All this is admirable when, as in the first part of his book, 
Professor Ginsberg is expounding the recent history of sociological 
method : here is a most illuminating essay on L. T. Hobhouse, and 
an impressive argument for the linking of social science with social 
philosophy in university education. In Part II, however, the 
essays are concerned directly or indirectly with the problem of 
national character, and it is here that one begins to wonder 
whether science, any more than patriotism, is enough. In Part 
III, which is mainly concerned with ethics, the reader is increas- 
ingly made to feel the inadequacy of empirical science to throw 
light upon the mainsprings of morality by a rather painful 
absence of conclusions. Professor Ginsberg can show how 
unfortunate it is that international law and morality are conceived 
upon an individualistic basis, but he can only end his essay by 
saying that international co-operation would be brought about if 
nations were less individualistic—i.e., if there were more agree- 
ment to co-operate internationally. Similarly, when at the end of 
a wise essay on Moral Progress, he chooses to remind himself that 
theologians take a dim view of moral progress among the creatures 
of Original Sin, he can do little more than assert that although 
we know that man is not a god, still we are justified in putting 
some trust in human intelligence and will (a statement that no 
theologian would wish to controvert). It is this recourse to a mild 
optimism (always supported by argument, and perfectly honest) 
that may lead the reader to wonder whether perhaps the parti 
pris of less cool and cbjective minds—say the tragic intelligence 
of the poet—might not ask more significant questions and afford 
more realistic answers. 

It is just at this point, where the sociologist tackles problems 
that have obsessed the theologians and the poets throughout the 
centuries, that our more fundamental doubts begin. Objectivity 














1949] GINSBERG: REASON AND UNREASON IN SOCIETY 115 


and the incremental method are essential to a science. But is 
science enough? Is society, which consists of human beings with 
souls as well as minds, wholly susceptible to scientific analysis ? 
Is it enough to pose reason against unreason, even with a psycho- 
logical apparatus for analysis of the latter? It is no doubt true 
that our object should be to maintain and increase the sovereignty 
of reason enthroned among the passions. But what if there be a 
reason which subsumes as well as subdues the passions? Sooner 
or later we are bound to ask ourselves how much “ unreason ”’ we 
have got to pay for (say) “‘ King Lear,” or “ Paradise Lost,” or 
“The Ancient Mariner.” It is possible to drag the net of analysis 
through the dark seas of the subconsciousness of their authors, as 
Professor Livingston Lowes did for Coleridge in ‘“‘ The Road to 
Xanadu,” but even Professor Lowes concluded, at the end of all 
his toil, that the alchemy that goes on in the great deep eluded 
him. What went on there was evidently neither reason nor 
unreason, neither a wholly conscious artifice nor ‘the wholly 
unconscious labour of an intuitive faculty. What makes a great 
work of art is a creative principle in man which eludes the probe 
and the callipers. The very existence of great works of art, and 
the fact that men live and die by them, is our everlasting witness 
that there is a creative principle in man which transcends both the 
reason and the unreason of the social scientist. The ultimate 
question that we want answering—really, the only question that is 
worth asking—can be met only by the affirmation of the reality 
of a religious experience : which is what we do when we partake of 
the modifying power of great poetry. 

No doubt Professor Ginsberg would agree to all this. He 
would probably reply, with all the modesty that shines like a quiet 
flame in everything he writes, that he accepts the limitations of his 
science, that he is concerned only to illuminate and define the 
phenomena within the limited field of observed social behaviour. 
But art and religion are, and always have been, the most pro- 
foundly modifying forces in every human society, and the problems 
which their existence and operation raise seem scarcely to enter 
into Professor Ginsberg’s careful calculations. Even the virtues 
of this book give rise to these fundamental questionings. It is all 
so smooth, so quiet, so self-restrained, and sometimes so dull. 
Whereas, we all know that life is not like that at all. Rather is it, 
as a poet once put it, a lightsome chaos on which the spirit of God 
is moving. We feel at the end that we would have liked a little 
more appreciation of both the chaos and the presiding spirit. 
The trouble is, I suppose, that their admission would prevent 
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sociology from being a science, and if you are a sociologist there are 
some things you have to do without. 
R. J. WHITE 
Downing College, 
Cambridge. 


Sydney Olivier. Letters and Selected Writings, edited with a 
Memoir by MarGaReET OLIVIER, with Some Impressions by 
BERNARD SHAaw. (London: George Allen & Unwin, 1948. 
Pp. 252. 15s.) 


No one has as yet satisfactorily solved the problem of how to 
write the life of a personality which expressed itself mainly in 
action, whether that action were physical or administrative; the 
physical performer, the dancer, athlete or acrobat, may even be 
the easier to write about, if only for the reason that, being unable 
himself to put pen to paper, he yet stimulated others to put upon 
record their impressions of him. Your administrator, your Civil 
Servant who writes memoranda and essays, or even possibly books, 
in his spare time, provides no such jumping-off ground for the 
littérateur, and yet leaves little or nothing of his own to com- 
memorate him. 

Of such a kind was Sydney Olivier, Lord Olivier. He was an 
intellectual, capable of original thought, one of the Big Four of the 
early Fabian Society (the others being Bernard Shaw, Sidney Webb 
and Graham Wallas), contributor to the original series of Fabian 
Essays, whose vitality is so great that another edition of them was 
published this year, nearly sixty years after their first appearance. 
He wrote several books, one of which, White Capital and Coloured 
Labour, was a valuable contribution to the problems of the modern 
world; he was, by all accounts, a highly efficient Colonial admin- 
istrator whose talents, in this particular field, were eventually lost 
to the world because he was not prepared to accept the straight- 
forward doctrine of white supremacy; and he was also an 
individual in his own right, a personality of whom other person- 
alities had to take account. 

All this is matter of common knowledge among all who ever 
met Olivier, or who knew anyone who had met him. But little 
or nothing of it emerges from this book. It opens with an essay 
by Bernard Shaw, as entertaining as all Shavian products, which 
with great modesty tells the reader that Sydney Olivier was, in 
his way, as important a man as Bernard Shaw. It continues with 
an autobiographical scrap written by Olivier himself which whets 
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the appetite; but is followed by a very summary Life eked out 
by some letters of no particular merit or interest, ending in a 
generalised wail about the state of the universe in 1942. The 
remaining sixty pages are taken up with some trivial reprinted 
articles and some brief official notes about Olivier’s career in the 
Colonial Office. 

It may be that nothing better could be done—that there were 
no records from which a living story of book length could be made. 
If this is so, a rapidly written, impressionistic pamphlet would 
have been a better memorial—or even a collection of half-a- 
dozen essays by contemporaries, to set alongside Shaw’s. Olivier 
was a person, and a person who did good work—this could have 
been brought out in brief studies. But to endeavour to puff out 
the life of a man of unspectacular action into the length of a 
book unfortunately results in making him into a bore. 

MARGARET COLE 
London. 
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NOTES AND MEMORANDA 


HumMAN WASTE: AN ANALYSIS OF LABOUR TURN- 
OvER IN INDUSTRY 


TuE high figures of Labour Turnover are exercising the minds 
of those responsible for management, to an increasing degree at 
present. At a time when man-power, and still more woman- 
power, is desperately short, the shortage is being aggravated 
week by week by the number of people either just beginning or in 
process of finishing their work with a particular firm. 

In sheer bald figures of time wasted in this way, there is first 
of all the clerical work involved in stopping and starting employees. 
It has been estimated that in the employment office an average of 
one hour’s work must be spent on every new starter and the same 
on every leaver. Assuming that the annual labour turnover is 
33% (this figure is based on an average turnover in fifty-six 
firms), in a firm of 3,000, 2,000 hours of work are spent annually 
(or, in other words, the entire working year of one person) simply 
in the clerical business of “‘ signing on ” and “ signing off.” In 
the wages department, where clock cards, health cards, P.A.Y.E. 
forms and many other details are involved, probably a further 
2,000 hours are required. Beyond the sphere of the individual 
firm, there is the work at the Employment Exchanges, involving at 
a very rough estimate 1,000 hours. 

But the time wasted on clerical work is a mere fraction of the 
time lost directly by production. However familiar a man may be 
with the general methods of the work he is embarking on, it can 
be reckoned that the major part of his first day will be spent in 
arrangements for starting him and in making him familiar with 
the general routine of the firm and the particulars of his job. 
In some cases, of course, the foreman or chargehand must spend 
hours in introducing him to it, and it may be weeks before he is 
able to work with the speed and efficiency of the old-stagers. 
Similarly, his impending departure from the firm will be marked 
by visits to the employment office and wages department, and by a 
general slowing down of his work or even by total absence. It is 
reasonable to assume that the very minimum time lost from 
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production by every man who comes and then leaves is two 
working days; that is, in the firm we took as an example, a total 
of 16,000 to 18,000 hours annually. 

It is easy to speculate on methods to avoid this wastage by 
reducing the loss of employees. It is more important first to 
ascertain the real facts about the situation. The writer of this 
article belongs to a large engineering firm (one, no doubt, of many) 
in which an effort has been made systematically to analyse the 
figures of losses and to classify the causes of them. 

First, it was discovered that of all new hourly paid starters 
with the firm, 24% would normally leave in less than one month, 
37% in less than two months and 82% in less than two years. 
Men were less inclined to leave than women, 20% surviving less 
than one month, 31% less than two months and 77% less than 
two years; while the women’s figures for the same periods were 
33%, 53% and 93%. In other words, for hourly paid workers, 
one out of every three men and more than one out of every two 
women would have to be replaced every two months. And at the 
end of two years, only twenty-three men and seven women in 
every hundred could be expected to survive. (The monthly and 
weekly paid staff figures were lower, being 10%, 17% and 52% for 
the same periods.) 

These rather startling figures showed that the high labour 
turnover was due not so much to a loss of settled employees, 
as to the existence of a large “ floating population ’’ of workers, 
coming and going, without any feeling of dependence upon or 
interest in the firm of which they were temporarily members. 

The next step was to discover and classify the reasons for their 
departure. The official reasons given were available, but were 
usually too vague, such as “ other work”’ or “dissatisfaction,” 
and in some cases palpably untrue, as, e.g., ‘‘ work nearer home ”’ 
from people living only a few streets away. It was recognised 
that to get the real reasons a more personal and painstaking inter- 
view was required. During the two years since then the writer 
has interviewed between six and seven hundred people (including 
two hundred women and nearly a hundred apprentices). The 
procedure followed has had the object of putting the man at his 
ease and asking in a friendly way why he was going. In order to 
avoid giving too much appearance of inquisition, the interview 
was used also to tell him how to draw his final wages, holiday-pay, 
etc. While no attempt was made to suggest reasons to him, it was 
usually advisable to ask him if he had any grievance. If he 
appeared reluctant to state the real reason, he was given the 
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assurance that anything he said would be treated as confidential 
so far as his name was concerned. 

The reasons given were classified loosely under two main 
heads : those outside the firm’s control and those which in varying 
degrees could be influenced by the firm. Outside our control 
were placed health and domestic reasons, distance from home and 
moves from the district. Those reasons considered within the 
firm’s control were arranged, again very generally, into those 
involving no dissatisfaction and those in which some dissatis- 
faction was apparent. Obviously it might be said that where 
there was no dissatisfaction (the main reasons given being return 
to a former job or desire for a change) the firm could not be 
expected to exercise influence. But I shall try to show later that 
this is not necessarily the case. Sources of dissatisfaction were 
classified under prospects, pay, conditions, type of work, relations 
with superior or workmates and size of firm. A small final heading 
was left to cover those who were unwilling to give a reason. 

A further classification was made, dividing leavers first of all 
into “‘ long-service ’’ and “ short-service ’’ employees, the differ- 
ence being between those of six years’ service and over, and those 
of under six years’ service. The dividing line chosen was an 
arbitrary one, except in so far as the Emergency Works Order 
controlling engagements had come into force about six years 
previously. Apprentices were placed under a heading separate 
from either of these. The two main headings were then sub- 
divided into men and women, and further sub-divided, in the case 
of the men, into staff (i.e., monthly and weekly paid), hourly paid 
skilled, and hourly paid semi- and unskilled; in the case of the 
women, into staff and hourly paid. 

Naturally enough, in some cases the interviews resulted in the 
employee deciding not to leave, in others they returned after a 
short period of work elsewhere. While, of course, such results were 
gratifying, the main object of the interviews was continually 
borne in mind, namely, to get a picture of the situation as a 
whole. Though there is always danger in forming general con- 
clusions, except after a very wide and careful study of individual 
cases, certain points seem to have become clear. 

First, while the grievances were usually not very deep ones 
the general attitude towards leaving and going elsewhere, even 
among those of many years’ service, was extremely casual. The 
women and the skilled men particularly were conscious of the fact 
that they would have no difficulty in finding other work imme- 
diately. The present Control of Engagement Order, while limiting 
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their choice on very broad lines, in no way deterred them, and 
they were quick to accept a job bringing in a few extra shillings a 
week without considering its security as compared with the post 
they were leaving. This accounts for the great preponderance of 
the pay reasons given, 186 out of a possible total of 390 reasons 
expressing dissatisfaction, and for some of the forty-four 
“prospects ” reasons. It accounts also for many of the forty-one 
leavers who, without expressing dissatisfaction, simply signified a 
desire for a change (most of these were ex-service men, who often 
added the statement that they ‘“ could not settle down ”’). 

Of the other causes of dissatisfaction, twenty-three expressed 
inability to get on with their workmates and fifteen a difference of 
opinion with their superior; 106 (mostly women and apprentices) 
criticised the physical conditions of their work, or expressed 
dislike of the work itself; and a small but significant number 
(eight) said they did not like working in so large a firm. 

The grouping of those interviewed under various headings 
brought out some further points. The reasons for women leaving 
were more often unavoidable than those for the men; of the 
seventy-nine women expressing dissatisfaction a high proportion 
(thirty-three) criticised conditions and type of work (this was due 
mainly to a preponderance of monotonous work, in contrast with 
the men); a comparatively smaller proportion were dissatisfied 
with their pay. 

Monthly and weekly paid staff were inclined to worry more 
about future prospects than immediate pay, sometimes claiming 
that they were not given a clear picture of promotion possibilities. 
Long service, also, brought a greater, though by no means 
exclusive, emphasis on prospects rather than pay. Among the 
hourly paid men, there was no marked difference in grounds for 
departure between skilled and unskilled; neither group had given 
much thought to physical conditions. 

The apprentices presented rather a separate problem, for two 
reasons; their youth usually made the financial problem less 
pressing (though none the less present) and their inexperience in 
industrial matters meant that they often began their apprentice- 
ship with a wrong notion about engineering. As a result, those 
who left usually did so after a very short period, complaining in 
thirty-five cases out of sixty-one that they did not like engineering. 
Some of those who stayed longer (twelve) were tempted by higher 
wages in “ dead-end ” jobs. And ten of those who had returned 
after their period of National Service suffered from the ex-service 
man’s “ desire for a change.” 
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The general impression gained was that apart from the wage- 
problem, aggravated by the artificial situation of the present 
time and requiring settlement in most cases at industrial and 
national levels, there were few specific causes for complaint which 
could not be dealt with by the firm over a shorter or longer period. 
In many cases the remedy was obvious, and only time was 
required to give them effect. 

But the fundamental problem remained, the “ casual attitude ” 
to the firm, coupled with the ease of getting work elsewhere. 
At one time a man’s attachment to a particular firm would have 
been unpleasantly enhanced by fear of unemployment if he left. 
Now, fortunately, that fear has gone, and may well never 
return. There is therefore all the more need to draw out from the 
employees an attachment which will keep them happily settled. 
In other words, the negative process of solving or preventing 
grievances is less important than the building up of a positive 
loyalty. 

The significance of the eight who left to get work in a smaller 
firm is surely that they desired a “sense of belonging ”’ which 
they did not think they could get in one so large as ours. The 
answer here may be the encouraging of departmental loyalty and 
even of inter-departmental rivalry ; or it may be possible, even in a 
large firm, to breed the “sense of belonging’’ which many, 
consciously or unconsciously, desire. 

Such a process must take time, and many experiments, success- 
ful and unsuccessful, must be tried in the course of it. Pension- 
schemes, long-service awards, a clear statement of promotion 
prospects, careful explanation of wage-rates and piece-prices, 
possibly profit-sharing, will have an effect in offsetting the natural 
tendency to rush off to where a few shillings more a week are 
being offered, by the confidence in a more solid and secure reward 
for faithful service. But theré is a wide field for exploration in 
non-financial incentives. Information and inclusion are the key- 
words here: information provided by notices, news-sheets, 
literature, lectures and every other means available, about the 
firm’s policy, products, history, organisation and finance, and 
coupled with all items of personal and informal interest; inclusion 
through committees, suggestion-schemes, discussions, interviews 
and a fair hearing at all times. Personal informal contact 
between all levels and all departments of office and works is often 
difficult, but none the less necessary. A social club may help 
here, and if run by the employees themselves may increase their 
sense of belonging. Whatever is done must be planned deliber- 
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ately on a long-term basis; the bigger the firm the more deliberate 
and painstaking must be the plan. 

By these measures, a great deal can be done to help the ex- 
service man to settle down again in the life of the community, 
and to encourage a long-term view in the apprentice who has not 
grasped the importance of his career. Even monotony of work 
(a major problem in many firms) can be relieved by a sense of 
purpose and achievement. By these means team-loyaity, well 
understood already by recreational enthusiasts, yet in need of 
being systematically taught to people in industry, can smooth 
over many of the frictions among workmates. 

It must again be emphasised that the process will take time, 
and measurable results may not immediately be apparent. It is 
a spirit rather than an organisation that is aimed at, the building 
up of a loyalty rather than the mere removal of discomforts. But 
we are encouraged, by what we know of other firms’ experience 
and by the effects of the experiments we are already making, to go 
forward with our long-term plans to eliminate waste of human 
material and to produce, as well as the goods we manufacture, a 
stable, loyal and happy community. 

RoBERT JAMES 





CURRENT TOPICS 


WE record with great regret the death of Professor Wesley 
Clair Mitchell. We hope to publish an obituary notice in a forth- 
coming issue. 





Mr. D. G. CHAMPERNOWNE, Director of the Institute of Statis- 
tics at Oxford, has been appointed Professor of Statistics. He 
will be succeeded as Director by Mr. F. A. Burchardt. 





ATTENTION is drawn to the reappearance of Oxford Economic 
Papers. The new series will be published twice yearly by the 
Oxford University Press. 





WE shall be glad to receive copies of the Economic JouRNAL 
for March, June and September 1948. Any member who returns 
a copy in good condition to the Assistant Secretary, 6 Humber- 
stone Road, Cambridge, will be paid 3s. 6d. for each issue. 














RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Series B (METHODOLOGICAL), VoL. X, No. 1, 1948. A Study of the Auto- 
regressive Nature of the Time Series Used for Tinbergen’s Model of the 
Economic System of the United States, 1919-1932: G. H. Orcurr. 
Control by Gauging: W. L. Stevens. Confounding in Asymmetrical 
Factorial Experiments: K. R. Narr and C. R. Rao. The Asymptotic 
Distributions of the Roots of Certain Determinantal Equations: T. W. 
ANDERSON. Studies in Relations between Economic Time Series: R. C. 
GEARY. 

Economica. 


NovEMBER 1948. Consumption Theory in Terms of Revealed Preference : 
P. A. Samuretson. A Comment on Duopoly: A. C. Picovu. The 
Multiplier: R. Turvey. History and Ourselves: G. J. RENIER. The 
Diagrammatic Representation of National Income Flows: R. C. Tress, 
Losses of U.K. Merchant Ships in World War II: M. G. KenpaAtt. 
New Light on an Old Story : D. H. RoBertson. 


The Manchester School of Economic and Social Studies. 


SEPTEMBER 1948. Planning and Spontaneous Order: M. Powanyt. 
Notes on the Analysis of Socialism as a Vocational Problem: D. J. 
Dewey. Municipal Transport Costs and Revenue : 1938-9 and 1945-6 : 
J. F. SLEEMAN. 

The Sociological Review. 


JANUARY—OCTOBER 1945. Social Processes according to Von Weise: C.S. 
Mraanovicu. A Study of the Occupational Histories of Juveniles in 
Edinburgh, 1943-1945 : Rutu M. Cricuton. The Research Interview : 
Moya WoopsipE. History and Psychology: P. C. GorDON WALKER. 
Phases in the Evolution of Family Life in Yugoslavia : VERA EXRLICH- 
STEIN. 

International Affairs. 


OcToBEeR 1948. Palestine—the last days of the mandate: Sir ALan 
CUNNINGHAM. Britain, the Commonwealth and Western Union: N. 
MANSERGH. Finland since the Armistice: J. H. Jackson. Atomic 
Energy Control ; the present position: H. E. Wimpreris. The Bogota 
Conference and Recent Development in Pan-American Relations; a 
Mexican view: F. Cugevas. The International Bank for Reconstruction 
and Development : J. W. BEYEN. Japan’s Fatal Blunder : Str GEORGE 
Sansom. The Study of History in the Light of Current Developments : 
A. J. TOYNBEE. 


Bulletin of the Oxford University Institute of Statistics. 


OcToBER 1948. The National Product before and after the War: D. SEERS. 
The Abolition of Food Subsidies : T. Batoau. 


London and Cambridge Economic Service. 


Vor. XXVI, Butxietryn IV. The Economic Survey for 1948: S. - 
Dennison. The Market for Consumers’ Goods and Services: W. B 

Reppaway. The Balance of Payments: R.C. Tress. A Check to the 
Price Rise?: R. G. D. ALLEN. Wages: A. L. Bowtey. Capital 
Formation: I, The Building and Civil Engineering Industries: Ian 
Bowen. World Commodity Survey: C. F. Carter. Canada: D. C. 
MACGREGOR. 
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The Banker. 


NovEMBER 1948. Australia—Import Restrictions or Dollar Loan?: 
D. B. Copranp. The Floating Franc. The Rate of Exchange in Securi- 
ties Transactions: D. Sacus. Scotland: an economic and industrial 
survey. 

DECEMBER 1948. Debate on Steel: W. Wits and G. D. H. Core. 
Austerity in 1952. Legal Strain in a Planned Economy: F. R. Ryper. 
Economic Consequences of Mr. Truman. 


The Bankers’ Magazine. 
NovEMBER 1948. Alternative to Bank Rate. Mr. C. F. Cobbold. Mr. 
D. G. M. Bernard. The Staff Magazines: W. Riptry. Machines and 
Men: A. G. CHAMBERS. 


Barclays Bank Review. 
NovEMBER 1948. Ten Years of Monetary Expansion. European Payments 
Agreement. The United Kingdom Export Drive and the Future: A. H.8. 
Hincuurre. World Supplies of Oil. 


District Bank Review. 
sa ri 1948. Industrial Growing Pains. Buy British. Good Hus- 
andry. 
" Lloyds Bank Review. 

JANUARY 1949. Taxation and the Supply of Capital for Industry: S. P. 
CuaMBERS. The Economic Position of Switzerland: W. E. Rapparp. 
Industrial Productivity: S. R. Dennison. The Outlook for British 
Agriculture: K. A. H. Murray. 


Midland Bank Review. 
NoveMBER 1948. The Bank for International Settlements : its place in the 


post-war world. 
National Provincial Bank Review. 


NovEMBER 1948. Towards an Anglo-American Partnership: BARBARA 
Warp. Six Months of Disinflation; a survey of trading conditions : 
H. G. Hopper. 

Westminster Bank Review. 


NovEMBER 1948. Savings and Investment: F. W. PatsH. Hopes and 
Fears. ‘‘ Sorry! No Cigarettes.’ The European Payments Scheme. 
World Hunger and Purchasing-power. 


Planning. 


Vou. XV, No. 290. The Opera in Britain. 
Vout. XV, No. 291. Local Elections. How Many Vote ? 


The South African Journal of Economics. 


JUNE 1948. Aspects of the Problem of Full Employment in South Africa : 
C.G.W.Scuumann. Pre-Union Building Society Legislation: E. H. D. 
Arnpt. Some Methodological Problems Raised by the Calculation of the 
Union’s National Income by Income Type: D. G. FRAnNzsEen. The 
Second Report of the Distribution Costs Commission: H. 8. MaBIN. 
Reply : C.S. Ricnarps. Municipal Markets ; their function and future : 
8. J. p—E Swarpt. Further Observations on Foreign Exchange Rates : 
J. L. Sapie. 

Sankhya (The Indian Journal of Statistics). 

Vox. 9, Part 1, OcroBER 1948. Ancillary Statistics and Fiducial Distri- 

butions : A.R.G. Owen. Notes on Testing of Composite Hypotheses, II : 

8.N. Roy. A Test for Field Uniformity Based on the Space Correlation 

Method: M. N. Guosu. Crop-cutting Experiment on Sugarcane in a 

Farm Cultivation : J.M.Sen Gupta. Walter A. Shewhart and Statistical 

Quality Control in India: P. C. MAHALANOBIS. 




















126 THE ECONOMIC JOURNAL [MARCH 





International Labour Review. 


OctToBER 1948. The 31st Session of the International Labour Conference : 
San Francisco, June-July 1948. The Economic and Legal Status of 
Co-operative Institutions : G. Fauquet. Problems of the Textile Industry. 

NovEMBER 1948. The JI.L.O. and the Problem of Freedom of Association 
and Industrial Relations. Latin American Economic Problems and 
International Co-operation. Seafarers’ Welfare ; some post-war develop- 
ments. Payments by Results in the Building and Civil Engineering 
Industries in the United Kingdom. Petrolewm—an industry in expansion, 


ICAO Monthly Bulletin. 


SEPTEMBER 1948. Regional Air Navigation Meetings. New ICAO 
Publications. 
NOVEMBER 1948. Relations with other International Organizations. 


The Southern Economic Journal. 


OcToBER 1948. The Oil Strike of 1945: M. L. Hocn. Impact of World 
War II on Internal Wage Rate Structures: J. B. Parrisn. Mobility as 
a Field of Economic Research: D. G. Jonnson. Some Aspects of the 
South’s Financial Development, 1929-1946: E. C. GrirritH. Re- 
strictive Practices of Unionism: C. W. Ranpie. The North-South 
Differential—a different view : 8. C. Surrin, A. W. SwiInyarp and F. M. 
STEPHENSON. The Status of Stagnation Theory—Part I: H. R. Smrru. 
Note on the Kinky Oligopoly Demand Curve: V. E. Sirs. 


Foreign Affairs. 

OcToBER 1948. Coalition for Peace: H. F. Armstrona. The Atom 
Bomb as Policy Maker: B. Bropiz. Prospects for Stability in our 
Foreign Policy: J. Reston. Personal Government in Mexico: F. 
TANNENBAUM. LEconomic Planning in the British Colonies: BriTan- 
nicus. Teaching Germans to Teach Themselves: W. F. RUSSELL. 
Emphasis on Culture in the French Zone: P. W. Bipwetu. Alaska, 
Fulcrum of Power: J. J. Teau. French Labor Divided: W. Kerr. 
Trial Balance in Japan: W.1. Laprsginsky. The Choice in the Ruhr: 
W. Dresoxip. Postwar Strains on the British Commonwealth: N. 
MANSERGH. South African Swing-Over: E. H. Brookes. 


Industrial and Labor Relations Review. 


OcToBER 1948. Union-Management Co-operation in Millinery Manu- 
facturing in the New York Area; P. F¥. BrisSENDEN and J. M. KEeatina. 
The Small Business Enterprise and the Management Prerogative Issue : 
J.G.TurRNBULL. Equal Pay for Equal Work Legislation : MARGUERITE J. 
Fisuer. Profit Sharing under Collective Bargaining: J. N. SCANLON. 
Economic and Legal Aspects of Profit-Sharing Plans: G. Simons. 


Harvard Business Review. 


SEPTEMBER 1948. Problems in Reporting Corporation Income: G. D. 
Battey. The Reality of Inventory Profits: C. A. Buss. Industrial 
Relations with Professional Workers: H. R. NortuHrup. The Lesson of 
Guaranteed Mortgage Certificates: L. 8. Posner. Indirect Approach to 
Market Reactions: L. CuHeskin and L. B. Warp. Business Organ- 
ization for Effective Use of Forest Products: W. A. Hosmer. Western 
Europe’s Attack on Inflation: F. H. Kuorstock. Economic Defense 
of the United States: C. C. ABBorr. Management Services for Small 
Business through Trade Associations : I. D. Rossrns. 


Banque. 


JuNnE 1948. L’Investissement international, la Banque de Bretton-Woods 
et le Plan Marshall: F. PERrovux and P. Pusabe. 
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Schweizerische Zeitschrift Fiir Volkswirtschaft and Statistik. 


OcToBER 1948. Verkehrswirtschaftlicher Uberblick : H. R. Meyer. 
Vergleich von Wirtschaftsordnungen: A. v. MUKuENFEtS. Zur Preis 
bildung bei ungewissen Erwartungen : J. NIEHANS. 


De Economist. 


has underlined the necessity of higher exports; and to achieve 


agriculture might play is apt to be neglected. In considering 


are quoted. This indicates a structural change. The causes for 


changed distribution, as caused by progressive taxation. Trends 


A. L. 8. BAR. Written in conjunction with the preceding article, 
object of this paper is to show that, from the side of supply also, a 


per head will be smaller and there will be a rise in the price of food. 


Economist. 
Economia Internazionale. 


delle imposte e teorie del ‘‘ full employment”: E. D’AtBERGo. 


economici del settore pubblico: E. ANGLADE. 


Italian Economic Survey. 


The Italian Economic Situation. 


Critica Economica. 


industriale dell”’U.R.S.S.: A. ARAKELIAN. 
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De 


OcroBER 1948. De betekenis van de landbouw voor de toekomstige Nederlandse 
uitvoer: K. H. Scoatkers. The problem of the balance of payments 


this 


end industrialisation is advocated. The possibility of the share which 


the 


question, it is necessary to consider what volume of exports is possible. 
A review of the openings for exports in agricultural products shows that 
investment in the agricultural sector is as important as investment else- 
where; at present these are underestimated. There is everywhere mani- 
fested an increased demand for food: in particular the figures for the U.S.A. 


this 


increased demand for food lie partly in the increased purchasing power 
of the working population; partly also in the views of governments 
regarding the importance of a well-fed population. It is increased 
productivity that creates increased purchasing power, which means 
increased demand for food, especially where large sections of the popu- 
lation were underfed before the war. There is also the influence of 


are 


indicated up to 1960, and it is suggested that under the influence of 
increased productivity in industry and the increase of the world popula- 
tion as a whole, the demand for food will continue to rise. Enkele 
opmerkingen over het toekomstige prijspeil van agrarische producten : 


the 
rise 


in the price of agricultural products is to be expected. The writer 
refers to the work of Colin Clark, of whom he is appreciative but critical. 
There is in future little possibility of increasing the area of production. 
In the U.S.A. increased intensivity is possible, but there is little possi- 
bility of increased extension of cultivation. The conclusion drawn is 
that in 1960 world agricultural production will probably be from 20% 
to 25% above the level of 1930. At the same time world population 
in 1960 will be from 30% to 35% greater than in 1930. Consequently 
the food production per head will be markedly smaller in 1960 than in 
1930. Ifthe world continues to use the same kinds of food, consumption 


As 


a consequence there will be a tendency for governments to intervene 
to regulate prices. Len ideeén-compensatie met Griekenland: W.T. H. 
VocEetAaaR. A discussion of trade relations between the Netherlands 
and Greece, with reference to an article in the June number of De 


Aucust 1948. Migrazioni e commercio internazionale : A. Sauvy. Effetti 


Il 


bilancio economico nazionale: I. JanTzEN. L’economia europea ed i 
prodotti agricoli tropicali e sub-tropicali : M. BANDINI. J grandi problemi 


SEPTEMBER—OcTOBER 1948. The Growth of International Exchanges. 


Juty-Avuaust 1948. Il dibattito sul calcolo economico in una economia 
socialista: Maurice Doss. Considerazioni sui presupposti della 
economia pianificata : A. Pesenti. La direzione della grande produzione 
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Moneda Y Crédito. 
JUNE 1948. El archivo de Simén y de Cosme Ruiz: M. Larreyre. La 
riqueza privada espanola: A. GUERREIRO. AHidrologia espanola y saltos 
de agua: E. Becerrit. La literatura econémica: J. M. NAHARRO. 


Europa-Archiv. 

OcroBEeR 1948. Iran zwischen den Grossmdchten 1941 bis 1948. Doku- 
mente zur Stellung Irans zwischen den Grossmdchten. Die osteuropdische 
Wirtschaftsrevolution. Polens Rolle im kiinftigen europdischen Waren- 
umsaiz. Die Lage des deutschen Archivwesens nach dem Kriege. Russland- 
literatur in den Vereinigten Staaten. 

NoveMBER 1948. Soziale Versicherung in Grossbritannien und Frankreich. 
Materialien zur deutschen Sozialversicherung. Der Zweijahresplan fiir 
die sowjetische Besatzungszone Deutschlands. Expansion der Staatswirt- 
schaft. 

Ekonomiska Samfundets Tidskrift. 

Vou. I, No. 3, 1948. Om nationalinkomst och nationalrakenskap: V. 
LinpBEeRG. En befolkningsstatistisk jdamforelse mellan Finland och 
Sverige : L. ToRNQVIST. 

Index. 


SEPTEMBER 1948. Economic Survey. June-August 1948. 


Revue de la Faculté des Sciences Economiques de L’ Université D’ Istanbul. 

OcroBER 1947—January 1948. La position théorique du probléme général 
de Vinflation: V. RouquetT La GARRIGUE. Nouvelles tendances de la 
politique financiére : F. NEUMARK. 


NEW BOOKS. 
British. 


ARISTOTELIAN Society. Proceedings of the Aristotelian Society. 
New Series. Vol. XLVIII. London: Harrison, 1948. 84’. Pp. 
212. 30s. 


[This contains twelve papers on philosophical problems read to the Aristotelian 
Society during the session of 1947—48.] 


ARISTOTELIAN Society. Supplementary Volume XXII. Logical 
Positivism and Ethics. London: Harrison, 1948. 84”. Pp. 215. 
21s. 

[This is an introductory address and four symposia of papers read to the 


joint session of the Aristotelian Society and the Mind Association at Durham in 
July 1948.] 


BENHAM (F.). Economics. 4th edition. London: Pitman, 1948. 
9”. Pp. xvii+ 542. 12s. 6d. 

(This is a fourth edition of one of the most popular text-books of to-day. It 
includes very minor amendments, mainly in the form of footnotes, and a new 
chapter on ‘‘ Post-war Economic Problems,’’} 


Bibliography in Economics for the Honour School of Philosophy, 
Politics and Economics. Oxford: Basil Blackwell, 1948. 83”. Pp. 
40. 2s. 


[This select bibliography of economics, designed for undergraduate reading, 
was prepared at the request of the Sub-Faculty of Economics of Oxford University. 
It contains a useful list, not only of books, but also of the principal articles in 
journals to which undergraduates are ordinarily referred. It will be useful to 
teachers in other universities besides Oxford.] 
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Brennan (T.). Midland City. Wolverhampton Social and 
Industrial Survey. London: Dennis Dobson, 1948. 94”. Pp. 178. 
15s. 

[To be reviewed.] 

Brown (F.) (Ed.). Statistical Year-Book of the World Power 
Conference. London: Central Office of the World Power Conference, 
1948. 11”. Pp. 212. 465s. 

[This represents an attempt to compile and publish international statistics of 

wer resources, developments and utilisation on a comprehensive and comparable 
basis for the eleven years 1936—46.] 

CENTRAL MorTGAGE AND Hovusine CorporaTION. Housing in 
Canada. A factual summary, July 1948. Ottawa: Central Mortgage 
and Housing Corporation, 1948. 94’. Pp. 89. 

[This includes statistics down to mid-1948.] 

Dewett (KewAL KriIsHAN) and SincH (GuRoHARAN). Indian 
Economics. 3rd edition. Delhi: Premier Publishing Company, 
1948. 9". Pp. xi+ 806. Rs. 12/8/-. 

[A new, third, edition of a text-book for Indian students which has been enlarged 


and revised, with new chapters on the Indian national income, full employment 
and the economic consequences of Indian partition.] 


Harris (Seymour E.) (Ed.). The New Economics. Keynes’ 
Influence on Theory and Public Policy. London: Dennis Dobson, 
1948. 84”. Pp. xxii + 686+ ix. 30s. 

[This is a very welcome English edition of a volume published some little time 
back in the United States and already familiar to English readers. ] 

Hassett (J. G.). Comparative Tables of the Sections of the 
Companies Acts 1929, 1947 and 1948. London: Jordan and Sons, 
1948. 84”. Pp. 50. 3s. 6d. 

[A comparative table which takes the subject matter of each section of the 
Act of 1948 and indicates in what section, if any, of the Acts of 1929 and 1947 it 
was covered.] 

Hicks (J. R.). The Problem of Budgetary Reform. Oxford : 
Clerendon Press, 1948. 7°. Pp. 95. 5s. 

[To be reviewed.] 

Hotitowoop (B.). Poor Little Rich World. London: Nelson, 
1948. 6}". Pp. 167. 3s. 6d. 

[This book is compiled from wireless talks given under the above title. It is 
enriched by charming illustrations by the author, who is familiar as Hod of Punch.] 

JaTHAR (G. B.) and Ber1(S.G.). Elementary Economics. Bombay 
and London: Geoffrey Cumberlege, 1948. 7°. Pp. viii+ 200. 4s. 

[An abridgement, for elementary students, of Part I of the authors’ Introduction 
to Economics. This is a new third edition.] 

JENNINGS (SiR Ivor). The Economy of Ceylon. Bombay and 
London : Oxford University Press, 1948. 7’. Pp.ix + 224. 10s. 6d. 

[To be reviewed. ] 

JonEs (J. H.). The Economics of Private Enterprise. London : 
Pitman, 1948. 84". Pp. ix + 482. 15s. 

[This is a third edition of a popular text-book. The main changes which have 
been made since the second edition of 1933 affect Book IV, where there are new 


chapters on population and the economy of war, and the whole treatment of the 
trade cycle has been revised.] 


Jones (J.H.). The Steel Industry and Nationalisation. London : 
Pitman, 1948. 8}’. Pp. 32. ls. 


[Prof. Jones has spent a life-time in close contact with the steel industries. 
He writes as a liberal, with grave doubts of the wisdom of supplanting private 
enterprise by public enterprise.] 

No. 233—VvoL. Lrx. B 
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Katpor (N.) and SILVERMAN (R.). A Statistical Analysis of Adver- 
tising Expenditure and the Revenue of the Press. (National Institute 
of Economic and Social Research. Economic and Social Studies, VIII.) 
Cambridge: University Press, 1948. 93”. Pp. xv + 200. 15s. 


[To be reviewed. ] 


KENDALL (M.G.). Rank Correlation Methods. London: Charles 
Griffin, 1948. 9’. Pp. vi+ 160. 18s. 


[To be reviewed. ] 


Maternity in Great Britain. London: Oxford University Press, 
1948. 9”. Pp. xvi+ 252. 12s. 6d. 
[To be reviewed. ] 


The Nuffield Foundation. Third Report. Oxford: University 
Press, 1948. 84’. Pp. 91. 

[This report, covering the year ending March 31, 1948, includes a section 
showing the numerous grants of the Foundation to the social sciences and the 
valuable work that has been made possible by it.] 


Proceedings of the Sixth International Conference of Agricultural 
Economists. London: Oxford University Press, 1948. 9”. Pp. 
xii + 508. 25s. 

[This volume reprints the papers read to the Sixth International Conference 
of Agricultural Economists held at Dartington Hall in the autumn of 1947. The 
subjects fall under a few main heads: the movement of farm population; the 
flexibility of land tenure, capital and credit systems to meet technical economic 
and social developments; the effectiveness of market mechanism for adjusting 
farming to public need; the place of state buying and selling in free world trading; 
the human satisfaction of rural work and rural living. A number of other 
individual contributions cover technical and economic problems and include a 
paper by Dr. Scott Watson on the Agricultural Problem of Great Britain.] 


QuRESHI (ANWAR IQBAL). The Future of the Co-operative Move- 
ment in Inda. Bombay and London: Oxford University Press, 1947. 
84”. Pp. 166. 10s. 6d. 


[To be reviewed.] 


RaskuMsR (N. V.). Indian Political Parties. New Delhi: 
All-India Congress Committee, 1948. 8’. Pp. 139. Rs. 2/8/-. 

[This very interesting pamphlet seeks to show how political parties are 
gradually growing upinIndia. The author argues that there is a visible weakening 
and disruption of the Congress now that freedom has come, with internal feuds and 
opportunist place-seekers. The socialist party was the hope of young India, but 
disillusion came gradually when the party failed to give a positive lead. Com- 
munism brought odium on itself in 1942, but has partly atoned for past sins by 
active opposition to anti-social activities. ‘The communal parties have no future, 
they have hate, but no lead to give the people. ‘‘ If there is one conclusion more 
than any other . . . it is that India does not as yet possess a stable party system.”’] 


Research and Scholarship in the University of Sydney. A short 
record of original work done during 1944 and 1945. Sydney: 
Australasian Medical Publishing Company, 1948. 84”. Pp. 101. 

[This includes information of work in economics and the social services done 
in those years. ] 


Review of the Co-operative Movement in India 1939-46. Bombay : 
Reserve Bank of India, 1948. 8}’. Pp. 111. 


[This review, covering the years 1939-46, contains an immense volume of 
useful statistical material. In particular, it brings out the great financial 
strengthening of the societies during the war years, the stabilisation of the 
weaker societies, the elimination of a large volume of bad debts, and frozen debts, 
the building up of surplus funds. At the moment the societies are strong, rich 
and looking for new activities or new opportunities to expand along familiar 
lines. It is greatly to be hoped that this prosperity will continue.] 
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RoapD TRANSPORT EXECUTIVE. Gazetteer of Undertakings acquired 
to October 3lst, 1948. No.2. London: Road Transport Executive, 
1948. 8”. Pp. 51. 

[This lists the road-transport undertakings acquired and indicates the nature 
of the business that they have been conducting.] 

SmrvermMAan (H. A.). The Substance of Economics. London: 
Pitman, 1948. 83”. Pp. xvi + 364. 165s. 

[A new twelfth edition which has been revised and brought up to date.] 


Smith (L. J. Morris). Jordan’s New Company Law 1948. 
London: Jordan & Sons, 1948. 84”. Pp. vi+ 97. 7s. 6d. 

[This book gives an account of the change in the legal position of Companies 
which are embodied in the Companies Act of 1948.] 

SmirH (OLIVER). Index to the Companies Act 1948. London: 
Jordan & Sons, 1948. 8}”. Pp. 62. 5s. 

[A subject index which gives references to the section or schedule and page 
in the King’s Printer’s copy of the Act on which each subject is treated.] 

Socratist Party OF GREAT Brirain. Russiasince 1917. Socialist 
Views of Bolshevik Policy. London: Socialist Party of Great Britain, 
1948. 7”. Pp. 113. 1s. 

[This pamphlet is a collection of twenty-one articles published originally in 
the Socialist Standard and covering a period of over thirty years. They are 
reprinted exactly as published.] 

Statistical Statements relating to the Co-operative Movement in 
India for the Year 1945-46. Bombay: Reserve Bank of India, 1948. 
13”. Pp.20. Rs. 2. 


[The statistics show a tremendous growth since the 1930s.] 


SUBRAHMANYAM (A. N.). An Inquiry into Economic Theory. 
University of Mysore, Studies in Economics and Politics No. 4. 
Mysore: Government Branch Press, 1948. 84’. Pp. viii + 115. 
Rs. 1/4/-. 

[To be reviewed.] 

THORNE (W. J.). Banking. London: Oxford University Press, 
1948. 64”. Pp. 160. 5s. 


[To be reviewed.] 


Wuson (T.). Fluctuations in Income and Employment. London : 
Pitman, 1948. 83”. Pp.x +217. 20s. 

[This is the third edition of a book reviewed by Mrs. Robinson in the Economic 
JouRNAL of December 1942. It has been revised to bring it up to date and to 
reflect certain changes in the author’s own thinking.] 

WIsEMAN (H. V.). The West Indies. Towards a new Dominion ? 
London: Fabian Publications and Victor Gollancz, 1948. 8’. Pp. 
45. 2s. 


[The main purpose of this pamphlet is to consider the possibilities of federation 
in the West Indies, as a first step towards Dominion status. Like most Fabian 
pamphlets, it is packed with useful facts, figures and ideas.] 


American. 


Bassett (H. Y.). What does Industry expect of a Community? 
University of Alabama: Bureau of Public Administration, 1948. 6”. 
Pp. 19. 

[A paper by the Vice-President of one of the Divisions of the Calumet and 
Hecla Company which describes why the company selected the City of Decatur for 
its new plant and rejected a large number of alternative sites. The reasons by 
no means fit into the usual text-book list of the factors determining location.] 
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CuLuiTon (J. W.). The Management of Marketing Costs. Harvard 
University : Graduate School of Business Administration, 1948. 8”, 
Pp. x + 166. $2.50. 


[To be reviewed.] 


Education for Professional Responsibility. Pittsburgh: Carnegie 
Press, 1948. 8”. Pp. x + 207. 


[This is a report of the proceedings of a conference on education for professional 
responsibility which was held at Brick Hill Falls, Pennsylvania, in April 1948, 
It covers a wide range of professions, and education for business and other activities 
in which economists employ their professional talents occupies only a small part 
of the volume. There are, however, included three or four papers which are of 
interest in that connection. ] 


Evans (G. H.). Business Incorporations in the United States 1800- 
1943. New York: National Bureau of Economic Research, 1948. 
11”. Pp. viii + 184. $6.00. 


[To be reviewed.] 


Hacker (L. M.) and Others. The New Industrial Relations. 
Ithaca, New York: Cornell University Press (London: Geoffrey 
Cumberlege), 1948. 9”. Pp. 150. Ils. 6d. 


[Five lectures given at Cornell University in the early months of 1948 under 
the sponsorship of the New York State School of Industrial and Labor Relations. 
The lecturers were Louis M. Hacker, Benjamin M. Selekman, Ralph T. Seward, 
William J. Dickson and T. V. Smith.] 


HaeueE (H. M.). The Use of Training Films in Department and 
Specialty Stores. Harvard University : Graduate School of Business 
Administration, 1948. 8’. Pp. vi+ 148. $1.50. 


[The U.S. Armed Forces made great use of films and other audio-visual training 
aids. The possible extension of their use to training for civil occupations is being 
studied by the Harvard Graduate School of Business Administration. This 
monograph is one of the results. ]} 


Kapitan (A. D. H.). Small Business: its place and problems. 
New York and London: McGraw-Hill, 1948. 9’. Pp. xiv + 281. 
19s. 6d. 


[To be reviewed.] 


Kioven (H. B.) and Kittover (Lucy W.). Economics of 
International Trade. 2nd edition. New York and London: McGraw- 
Hill, 1948. 9”. Pp. xiv + 463. 30s. 


[This is a second edition of a book noted in the Economic JourRNAL of June 
1938. The new edition devotes less space to descriptive analysis of industries 
and resources and more to the underlying economic principles. The first three 
parts are in the main historical and bring the developments of practice and 
theory down to Adam Smith. Part III deals with the developments of the 
theory of comparative costs, the developments of free trade and the problems 
of the balances of payments during the nineteenth century and the first part of the 
twentieth; it ends with a discussion of full-employment policies, economic 
nationalism and tariff policies. Finally, Part IV covers more recent tendencies, 
including the dislocations due to the last war, the Bretton Woods Agreement, 
I.T.O. and the position of the U.S.A. in the world economy.] 


KIRKLAND (E. C.). Men, Cities and Transportation. A study in 
New England History. 1820-1900. 2 vols. Harvard University 
Press (London: Geoffrey Cumberlege), 1948. 93”. Pp. xvi + 528 + 
ix + 499. 70s. 


[To be reviewed.] 
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LzetioHEe (J. M.). Reciprocal Trade Agreements in the World 
Economy. New York: King’s Crown Press (London: Geoffrey 
Cumberlege), 1948. 9°. Pp. x + 82. 3s. 


[This pamphlet is of great interest. It covers not only the whole range of 
problems concerned with the Reciprocal Trade Agreements Act of 1934 but also 
the wider issue of U.S. commercial policy in a post-war world.] 


Lyons (L. M.) (Ed.). The Nieman Fellows Report. An account 
of an educational experiment in its tenth year. Cambridge, Mass. : 
Harvard University Press (London: Geoffrey Cumberlege), 1948. 
84". Pp. 133. 15s. 

[Each year since 1938 about a dozen journalists have gone to Harvard with 
Nieman Fellowships, established in memory of the founder of the Milwaukee 
Journal to raise the standards of journalism. This volume gives short accounts 
by some of the first hundred and twenty fellows of what they did at Harvard, 
why they did it and what they got out of Harvard.] 

McCanan (D.) (Ed.). The Beneficiary in Life Insurance. Phila- 
delphia: University of Pennsylvania Press (London: Geoffrey 
Cumberlege), 1948. 84’. Pp. xiii+ 250. 20s. 

[A volume of ten lectures by leading United States authorities on different 
aspects of life insurance, with the beneficiary as the centre of thought.] 

Mace (M. L.). The Board of Directors in Small Corporations. 
Harvard University: Graduate School of Business Administration, 
1948. 8”. Pp. 92. $2.00. 

[This monograph deals with the functions, qualifications and incentives of 
directors of small corporations. ] 

Mayo (E.). Some Notes on the Psychology of Pierre Janet. 
Harvard University Press (London: Geoffrey Cumberlege), 1948. 
7}". Pp. vii+ 132. 14s. 

[Prof. Mayo deals with those aspects of Janet’s work which are of particular 
importance to students of the social sciences and industrial psychology. ]} 

Munp (V.A.). Open Markets. An essential of free enterprise. New 
York and London: Harper Bros., 1948. 8”. Pp. xi + 272. $3.00. 


[This book is a history of the rise and decline of open markets, including 
descriptions of contemporary monopolistic practices and concluding with a 
presentation of the case for increasing the ‘‘ perfection ’’ of markets for the basic 
products of industry and agriculture. Both the historical and the critical 
sections suffer from over-simplification : for example, to ascribe the whole of the 
contemporary liability to general unemployment to monopolistic practices is to 
overstate a strong case.] 

NaTIONAL PLANNING AssociaTION. Planning Pamphlets, No. 64. 
The Role of Uprooted People in European Recovery. By Jane P. C. 
Carey. Washington D.C.: National Planning Association, 1948. 
7h”. Pp. 85. $1.00. 

[A full and detailed analysis of the problem of Displaced Persons in Europe 
and of the immense difficulties involved in their movement and resettlement.] 


Patterson (S. H.) and Scootz (K. W. H.). Economic Problems 
of Modern Life. 4th edition. New York and London: McGraw-Hill, 
1948. 9”. Pp. xx + 782. 28s. 6d. 

[A new fourth edition of a text-book which first appeared in 1927. While the 
original plan has been retained, the economic changes of the past decade have 
necessitated a complete re-writing.] 

PotiaKk (O.). Social Adjustment in Old Age. A Research Planning 
Report. Bulletin 59. New York: Social Science Research Council, 
1948. 9". Pp. x + 199. 


[The purpose of this monograph is to pose the questions for research into the 
problems of old age rather than to answer them. It covers in the main the 
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demographic problem of increasing proportions of the old aged and the psycho. 
logical problems of adjustment involved in retirement, dependency and old age 
generally. ] 


YoprEr (Date). Demands for Labor : Opportunities for Research. 
(Social Science Research Council, Pamphlet 7.) New York: Social 
Science Research Council, 1948. 9”. Pp. 40. 50 cents. 


[The purpose of this pamphlet is to show analytically the fields in which useful 
research into problems of the labour market might be conducted.] 


French. 


AFTALION (A.). Monnaie et Economie Dirigée. Paris: Librairie 
du Recueil Sirey, 1948. 9’. Pp. 413. 600 frs. 
[To be reviewed. ] 


Swiss. 


BEGLINGER (J.-F.). Les Conditions Economiques de la Paix. 
Lausanne: Librairie F. Rouge, 1947. 9”. Pp. 264. 


[To be reviewed. ] 


Furtan (L. V.). Das Harmoniegesetz der Statistik. Eine 
Untersuchung iiber die metrische Interdependenz der sozialen 
Erscheinungen. Basle: Verlag fiir Recht und Gesellschaft AG, 1946. 
9”. Pp. ix + 504. 

[This is a most extraordinary book. Prof. Furlan has set himself the task of 
studying the behaviour of aggregates of statistical numbers (such as are found 
in the tables of statistical yearbooks) without reference to their subject matter. 
For this purpose he selects the frequency distribution of the first significant figure 
of these numbers (which he calls the ‘‘ Indikante”’) for special analysis. He 
asserts that if numbers are selected from statistical tables, the frequency of cases 


in which the first significant figure is s would approximate to logso( 1 - z in the 
statistical sense. In particular, the digit 1 would be found as the first significant 
figure in about 30% of all the cases. Professor Furlan calls this frequency 
distribution ‘‘ harmonic ’’ and shows that a similar distribution of first significant 
figures would be found if the series 1’, 2’, 3’, 4" . . . were studied for large 
values of r. On the basis of the coincidence of these two distributions a number 
of rather vague generalisations are made regarding the growth of economic and 
social phenomena asa whole. The book contains a number of amusing statements 
about the frequency distributions of the Indikanten of artificially constructed 
aggregates, but one remains rather puzzled about the relevance and importance 
of the so-called ‘‘ harmonic ’’ law. Even if it did hold true under all circumstances 
it seems little more than an oddity from which no further fruitful conclusions 
can be drawn. The whole book is written in a prolix fashion, and there is no 
index. One cannot help feeling that a subject which might have made an 
amusing paper has been inflated out of all proportion to its importance.] 


Official. 
BRITISH. 


Queensland Year Book, 1947. No. 8. Brisbane: Government 
Statistican, 1948. 84”. Pp. 397. 

[This new issue contains statistical material in most cases for 1946 and in 
certain cases also for 1947.] 

Report of the Interdepartmental Committee on Social and Economic 
Research. London: H.M. Stationery Office, 1948. 94”. Pp.15. 4d. 

[This report deals with problems of economic and social research conducted in 
government departments and the access of outside research workers to material 
in the possession of government departments. It is of very great interest to all 
engaged in economic research. 
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Second Annual Report of the Registrar of Banks for the Period 
ended 30th June 1947. Pretoria: Government Printer, 1948. 13”. 
Pp. 36. 5s. 

[This contains valuable statistical material relative to banks in the Union 
of South Africa. ] 


SocriaL AND EconoMIc PLANNING CounciL. Third Annual Report 
for the year ended 30th September 1947. Pretoria: Government 
Printer, 1947. 9”. Pp. 16. Ils. 6d. 

[This includes a short economic survey of conditions in South Africa over the 
year ending September 1947.] 


Tenth Annual Report of the Registrar of Building Societies for the 
Period ended 3lst December 1947. Pretoria: Government Printer, 
1948. 13”. Pp. 27. 3s. 


[This includes full statistics of assets and liabilities of the building societies 
operating in the Union of South Africa.] 


DuTcH 


White Paper Regarding the Measures for the Currency Rehabili- 
tation in the Netherlands. The Hague: Government Publishers 
(London: H.M. Stationery Office), 1947. 94”. Pp. 219. 10s. 

[A White Paper issued by the Netherlands Minister of Finance which describes 
the measures taken for currency rehabilitation. The primary object was to 
secure monetary equilibrium by restricting the use of the surplus purchasing 
power resulting from the War, which was in danger of driving up prices. At 
the same time the monetary reforms restored the incentives to work and was a 
necessary means of restoring the budgetary position. The White Paper describes 
in detail all the processes of withdrawal of the old note issues and the subsequent 
measures of deblocking.] 


FRENCH. 


BANQUE DE France. Compte Rendu des Opérations présenté 
& Monsieur le Président de la République au nom du Conseil General 
de la Banque de France par M. Emmanuel Monick, Gouverneur, et 
Rapport de MM. les Censeurs. Paris: Imprimeries Paul Dupont, 
1948. 123”. Pp. 62. 


[An annual report of the operations of the Bank of France during 1947. It 
begins with a general economic review of the year.] 


INTERNAT:ONAL. 


United Nations. Selected World Economic Indices. Lake 
Success: United Nations, Department of Economic Affairs (London : 
H.M. Stationery Office), 1948. 11”. Pp. 53. 5s. 

[This is the first of a new series prepared by the Department of Economic 
Affairs of the United Nations. It shows both statistically and diagrammatically 
the trends in thirty-six main fields of economic activity. In most cases 1938 is 
taken as a base, and figures are given for the first and last quarter of 1947 and 
for the first quarter of 1948. There is in most cases a certain amount of country 
break-down, and as well as a world total, the components for U.S., U.K. and 
other leading countries of major economic importance are given. World agri- 
cultural production for 1947-48 is given as about 933% of 1934-38 and world 
industrial production in the last quarter of 1947 as 135% of 1938, or, excluding 
U.S.A., Germany and Japan, 119% of 1938.] 
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